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entitled "Royalite Oil Company Limited, 
Pipe Line Department, Statement prepared 
at the request of the Commission, demon- 
strating the future increased costs of 
operation due to annually increasing 
amortization charges. 


Statement presented by the witness Maw 
entitled "Statement Demonstrating the 
Future Inereased Gosts of Operation, 
Due to Annually Increasing Amortization 
Charges", but on a 5,000,000 barrel 
through put. 


Telegram from Mr. LeSueur, Imperial Oil 
Toronto, under date of 1léth February, 
1939, extended, see Page 4645, of the 
Resord. 


Document entitled "Prospect ‘“ells" 
received from Mr. Dingman of the Con- 
servation Board. 


Aceount rendered to the Lion Oil Producing 
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of Montana, for storage and demurrage. 
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MR. FRAVLLY: lire Chairman, if you will be 
good enough to look at the map lxhibit "183", I can 
now make a pretty definite statement about the two 
remaining pipelines, the Illinois Pipeline and the 
Transit and Storage Line which is the same ag the 


Montana Pipeline. 


THE CHAIRMAN: Wow ure Harvie dealt with the 
Toronto. 

MR. FRAVLEY: Yes, isr. Chairman. 

THE CHA TRiss N: Yes, pire Frawley. 

Mie FRAWLEY: I spoke last night to iir-e Leroux 


Smith in Great Falls, siontana, who purchased from the 
Transit and Storage Company, the Standard of New Jersey 
subsidiary, the pipeline of that company and on the map 
Exhipit "183" it is known as, it is marked as the “lLion- 
tana Pipeline", which runs along side by side with the 
Illinois Pipeline and I will deal with that one first, 
the kkontana Pipeline. 

THE CHAIR AN: Leroux Smith purchased what is now 
marked the Transit and Storage Line’ 

WRe FRAWLEY: Yes, ke purchased that last September 
or October and he tells me that there were no conditions 
attached to the purchase with respect to the taking up of 
the line and he also says that the agreenent--- 

THE CHAIRuAN: Purchased from the Imperial? 

like FRAWLEY: : He purchased it Phun the Transit and 
Storage Company which is a Jersey subsidiary, and he 
purchased it through Mr. Naylor, he dealt with mr. 

Naylor of whom we have heard something and there was an 
agreement in writ ing covering the deal and undoubtedly 


Mr. Naylor's company would have copies of that. It was 
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indicated to wr. Naylor at the time, that the reason 
that Mr. Smith wanted to buy the line was for ment 

tine in ilontana, .that is to serve the Great Falls area, 
that ‘is a line in a Southerly direction and after ir. 
Smith bnught it he sold it to the Nontana Gas Corpora- 
tion of Great Falls and has no doubt at all in the world 
that that company will, either itself or through others, 
use it as a natural gas transportation system. Now that 
of course is dealing with it as it goes Southerly, not 
the particular part we are interested in; the particular 
part we are interested in is the trunkline running from 
Sunburst to the Border. Now about that line he says when 
he bought it it was left with the Transit and Storage 
Company, The Transit and Storage Company had left water 
in it ané for fear of breaking the line he drilled holes 
in it, he did not indicate how many but he drilled a lot 
of holes in it and he drained the line and before it 
could be used at all by anybody to transport petroleum, 
that would have to be repaired but lir. Smith gives me, 
tells me definitely that there is no chance of using this 
line to transport iiontana crude into Western Canada at 
the present time; further there are no gathering lines 
attached to it at all and no connecting facilities at 

the Sunburst end; that portion of the line from the pump- 
ing station of the old inwontana pipeline in the North ‘Jest 
ef 31 - 35 - N.Range 1, wW., from that point to Sunburst 
was actually taken up and when it was used by the Transit--- 
THE CHAIRMAN: From where? 

MRe FRAWLEY: From the pumping station of the old 
Montana pipeline which is in the North west, he says, 


31-35, and that may not be marked on the map, 35, yes, 
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that would be in that range, I will give you the 
‘a@escription anyway and it may be of assistance but 

that would appear to be it there, that the line in 
that section from there to Sunburst has all been taken 
up and as I said the rest of the line fwom Sunburst, to 
Sweet Grass, that eight miles has not been taken up, 
but on account of water having been left in the line by 
the Transit and Storage Company the new purchasers have 
drilled holes in the line and drained it. 

Now he also tells me that the Montara Pipeline Com- 
pany, the predecessor in title of the Transit and Storage 
Company, has been dissolved so we need not bother our- 
selves anymore with the lhiontana Pipeline Corporation. 
Now I think that is about all that I have to say about 
that particular pipeline. 

The Illinois Pipeline, I talked to Mir. We. J. Hagist 
in Shelty yesterday, last evening and that is a very 
Bimple story; that line has simply been taken up, been 
removed. He is the Illinois Pipeline, I ao not know 
precisely what he is but he is the man thes wrote the 
letter to iire Plotkins'’ Company in October last and he 
confirmed what he said in that letter, namely that that 
trunkline is not there at all from Sunburst to Sweet 
Grass. He says his company is operating a gathering 
system in the Kevin-Sunburst field with facilities for 
loading cars at the loading racks at Sunburst. lir. 
Smith told me this about the International Company 
which nen mee might make a note of, that they were 
now carrying only for the parent company. He said that 
they had been carrying some oil for others but that he 


had been informed about a month ago I think he said by 


oa 


= 


» 


= 200" = 


one of the officials of the International Company that 
they were now carrying only for the parent company and 
that is the line of course which runs as the map "183" 
shows from the Cut Bank field to Sunburst where the 
International Refinery is, and that line of course would 
of itself be of no assistance in transporting oil to Can- 
aca without the other two lines, the old s.ontana line and 
the Illinois, the former I[ilinois line, so that at the 
moment there would appear to be just that one line, the 
Toronto Pipeline Company belonging to iir. Harvie's 
client which could under any circumstances it would 
seem, bring oil from siontang into .iestern Canada with 
the exception of course that that line that Mr. Smith 
spoke of is asin there and could be repaired if the 
present owners of it or any future owners ‘saw fit to 
use it for that purpose. 

irs Smith made mention of the rate which I think per- 
haps confirmed the information we have, that the old 
rate from Cut Bank to Coutts used to be £24 cents, that 
the ratco-— 
wiite HARVIGE ; Through which line? 
mike FRAWLEY: Your line, that the rate from Cut~- 
Bank to Sunburst, that is on the International Line now--- 
iiR. HARVIE: Is that 22$ cents too? 
Re FRA LEY; No, on the International Line, that 
the rate used to be, no, I am not clear about that, there 
used to be a movement, k.r- Chairman, from Cut Bank to 
Sunburst on the International Line and on the i.ontana 
Line from Sunburst to the Border. I thought the 22% cents 
rate was from Cut Bank direct through the Toronto Pipeline 


Gompany to Coutts which, as you see from the map is a 
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direct line, so perhaps I had better not say about Dy 
I was only going to add to the information but it may 
not be well for me to do so now, because I do not un- 
dérstand this. 

Now that still leaves with respect to the sontana 
Pipeline, it still leaves me without a telegram from 
the Board of xailway Commissioners which I urgently 
asked for yesterday and which I thought I would have 
this morning. I may have it before the end of the day. 
THE CHALTRWAN: fell with regard to iir. Frawley's 
statement, I suppose all Counsel have an opportunity 
through their agents at these points to check it for 
accuracy, that is I mean to say check the accuracy of 
Mr. Smith's report to iir. Frawley and in the absence 
of anything that would suggest the contrary we propose 
to accept the statement even as we have ir. Harvie's 
statement with respect to the Toronto Pipeline. All 
right .ir- Frawley. 

Mae FRAWLEY: mLe MAW. 

ARTHUR iwAW, having been recalled, 
examined by ur. Frawley said: 
Mire maw, you are still under oath? 
Yes. 
I think there was just one statemenc you were to put in 
to complete your evidence, that is my recollection, 
perhaps ire Nolan might ask the witness. 
wike NOLAN: You were asked to prepare a statement 
by the Commission, iur. Maw, and you were askeu to prepare 
another one by me? 


That is right. 


Take the first one that was asked for by the Commission, 
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ana just read it into the record. 

THE CHA ThtwiaN : - You might refresh our memory as 

to the request. 

mRe NOLAN: Yes, read into the record the re- 
guest of the Commission . in respect of the statement, 
what was it wanted for and what does it contain? 

This statement was prepared at the request of the Com- 
mission to demonstrate the future increasedcosts of op- 
eration due to annually increasing amortization charges. 
I had made a statement, you will remember, that it would, 
that on the basis of 6 million barrels per annum through- 
put and annual capital expenditures of ¢100,000 a year, 
except in 1949 when we used lir. Coultis' budget of 
$260,000, I had said it would make a difference of ap- 
proximately 2 cents a barrel at rates of 10%, 124% ana 
15:5; 12 cents at 174% and about 14 cents at 20% ana 

you asked me to prepare a statement to support those 
figures. 

MR. NOLAN: What the Chairman put to you was 
this, how much more, iire iiaw, work it out and let us 
have it on a statement? 

Yes that is right. 

Now you have done that, have you? 

Yese 

The statement is entitled "Royalite Oil Company Limited, 
Pipeline Department, Statement, serene at the request 
of the Gommission, demonstrsting the future increased 
costs of operation due to annually increasing amortiza- 


tion charges". 


(STAT AML UNE PhODUCED AND wiARGGD 
AS EXHIBIT "L9S") 
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WR NOLAN ; | Will you just explain the statement 
which has been marked Lxhibit "193" in the case? 

This is a statement demonstrating the future increased 
costs of operation due to annually increasing amortiza- 
tion charges; for purposes of this example it is as- 
sumed that the invested capital should be retired by 
pencaveruel art 1946; 6 million barrels per annum has 
been used as the annual throughput from 1939 to 1946 and 
the necessary annual capital expenditures to handle this 
throughput, have been assumed to be §%260,000 in 1939 ana 
100,000 per annum for each year from 1940 to 1946. 
Those were assumptions which it was suggested that IL 
Should use in preparing this statement. The cost per 
barrel after providing for income tax at 28%--- 

THis CHA TRAN : Where did you Pe 100 thousand? 
Well that was an assumed figure I think that I mentioned 
before preparing this statement that 4 100,000 per annum 
would be the assumed necessary capital expenditures to 
handle the throughput of 6 million barrels. 

Yes but that was your own assumption, was it? 

No, my own opinion is that it would be larger tham that 
but I used that figure in order to sake a reasonably 
conservative statement. 

What do you think it would be? 

Oh it i8 rather hard to say but it has been over 


$400,000 for the last two years. That of course included 


the extra 6-inch pipeline but it is going to be 260 , 000 


this year. I would not like to estimate what it would be 
but I would think it would be likely to be more than 


$100,000 per annum; that does-not cover the hook-up to 


a great many new wells. 
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Well your $400,000 per annum is sufficient, is it not? 


£ 


Part of the $400,000 per annum in the last two years was 
the 6+inch trunkliue but there is no 6=inch trunkline 
or no trunkline in the $260.000 estimate for 1939. 
Pe) All mene 
A L have worked this out on two bases, one with 100% aa- 
ortization of the net cash investment as used in our 
original presentation, Exhibit "100" ana (b) with 90% 
amortization of the fixed assets and of course 100% 
amortization of the assets, of the investments no longer 
represented by assets and before giving the rate I think 
I should read the note. 
"(1). The rates shown above represent the average 
of each annual rate from 1939 to 1946. 
(2). Operating expenses have been assumed to be 
4-04 cents per barrel throughout, as shown 
on Exhibit C+-8 of Court Exhibit 100. 
(3). For purposes of calculating return on in- 
vested capital, investment in fixed assets 
has been assumed to be the balance at the 
beginning of the year, plus half the ad- 
ditions for the year, less the accumulated 
provision for amortization at each year- 
end this provision being calculated on 
onemhalf the additions in the year of 
acquisition ;" 
In other words that is on exactly the same basis as we 
pve calculated it in all our other presentations. 
and working capital has been provided in the 
amount of 150,000.00. 


(4). No provision has been made for additional in- 
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vestments in indirect assets, and the propertion 
applicable to Pipe Line Department as at Septem- 
ber 30, 1938, 28.9996% has been assumed to be 
constant from 1939 to 1946." 
That had to be because I had not guidance whatever as to 
what additional investment would be made in indirect as+ 
sets nor as to what proportion should be applicable to 
pipeline departments because we have no labour ratios 
for future years. 

Q links NOLAN : All right, and the results are shown 
opposite the various sates of return of investment from 
10% to 20%? 

A That is right. 

a} And those are cents per barrel? 

A That is right. 

Q As you say under the two columns with 100% amortization 
as shown in (a) and $0% amortization as shown in ¢olumn 
(b)? 

A That is right. 

Q That is all you have to say about it? 

4A Yes I think soe The only other point was that if there 
is less than 6 million barrels per annum carried the 
rate would have to be higher &nC if the annual capita} 
expenditures are more than $100,000 per annum the rate 
would have to be higher. 

o well then--- 

A Uf course in addition to that, the operating expenses 
would probably increase as the system gets wider but I 
had no figures on which to calculate how much it would 
{nerease so I have used the same operating expenses as 


in 1938. 
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well then I asked you to prepare a statement on the 
basis of 5 milhkion barrels per annum, did you do that? 
Yese 

And it is called a "Statement Demonstrating the Future 
Increased Costs of Operation due to Annually Increasing 
Amortization Charges", but it is a 5 million barrel 
statement, you prepared this, did ynu? 

Yes I did. 

inke NOLAN : with the permission of the Comission 
£ would like to tender in evidence a statement based on a 
throughput of 5 million barrels. 


(STATEENT PRODUCED AND MARKED AS 
“XHIBIT "194") 


luke NOLAN: Now this statement is drawn in the 
Bane Manner as ixhibit "193", that is right is it not? 
That is right. This statement was based or was calculated 
in exactly the same way asp "193". I made no change in 
the estimated annual capital expenditures because I con- 
sidered the ‘100,000 per annum is just as fair an estimate 
for 5 millions throughput over the 8 years as it is for 

6 million barrels andthe operatings expenses are of 
course higher per barrel and I have calculated them by 
taking--- 

Now you are referring to Note 2, on sxhibit "194"? 

In 2, this is the only other change. 

The only change in the notesis in respect of note 2 

which fixes the operating expenses on an assumed figure 
of 5.30 cents per barrel throughout, that is right is it 
not? 

Tmt is right, being the expenses aS shown on bxhibit C-8 


of Exhibit "lOO" less ¢18,000 per annum reduction in ex 
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penses due to sualler throughput. fhe ‘18,000 per 

aonum reduction in expense is based on information 

which I received from tir. Coultis some weeks or months 
agu as to how much he thought his operating expenses 

would reduce on a smaller throughput. I think it is 

a reasonable figure and I think on the basis of 5 

million barrels per annum, 5.30 cents throughout, fron 
1959 to 1946, is quite a reasonable figure to use; 

apart from that there is no change in the method between 
5 million and the 6 million and it naturally makes qite 

a difference in the rate required to produce these re- 
turns of from 10 to 20%. 

You mean, you say it fakes a difference in the rate re= 
quired to produce those returns? 

That is right. 

Yes, you mean in the transportation rate required to 
produce these returns? 

Yese The purpose of this sxhibit as I understand it, 

cr aS I gee it, the purpose of the 5 million Exhibit is 
to show that if the rate is based on 6 million barrels 

and if the average is only 5 million for the next eight 

years, then the rate would be doing an injustice to the 

operators, the operators of the system. 

Yes, and on Exhibit "193" for the purposes of the record, 
the rate at 10%, the rate per barrel is 10.92; 123%, 

11.48; at 15%, 12-02; at 174%, 12.58, and at 208, 13.13. 

Yes. 

On Exhibit "194" at 10%, the rate is 12.83; at 123%, 

13.51; at 15%, 14.17; at 173%, 14.83; and at 20%, 15.49. 

Now is there anything else you want to say in explanation 


of these Bumipite "19S" and "194"? 
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A I do not think so. I believe that my calculations 
on Bxhibit "192" have been checked by i:r. Morrison 
but I have not heard whether he has any comments to 
make on them. 3 


Q ALL rignt?s 


(Go to number 4036} 
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Q Is that all you were asked to do* 
I tRiNK soy yes. 

Q. the feo aay? Then as I understand, 

Mr. lav, what you nes done, you heve taken the 
statements wich you filed some days ago and used them 
as the base, and then taken into account further capital 
expenditures that will be reguired over the years, and 
you are now telling the Commission what the rate should 
be in the light of those capital expenditures from now 
until 1946% 

4 That is right. 

Q They do not involve any material variation from the 
general submission which you have made, as to the build- 
up of the capital assets, either Direct or Indireet, 
or the allocation of Indirect Costs or any of those 
matters? 


& ier 


i 


They are all the same? 

we) They are all exactly the same. 

Q You have simply at the request of the Chairman endeavoured 
to shov' how these additional cepital expenditures would 
be reflected in a rate? 

a Not only a@dditionel ones, but it is really affected by 
the capitel expenditures made in the last year or Wio. 

C Beoense you go back to 19356% 

A Because I am amortizing the whole of the investment to 
date as well as the proposed future investments. 

Q That is soe And that agsin is not a material departure 
from what you have done’ 

4 Wo, it is not a departure at all. 


Q But you have not added in the future capitel additions. 
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You now estimate those for the first time? 

A That is right. But you see the rate would still be 
higher than it is in 1948 on account of the past capital 
additions, because there vas in 1988, as we had it, we 
had only amortized half the 1938 additions, which in 
1938 was a very large figure, I think some .47¢,000.00 
odd dollars. So that 1938 was not standing as large a 
Shere of the amortization in respect of assets which were 


added as 1939 would. 


A] It now does? 
A it now does. 
q Bt etends its stere in #@xhibit "193" and "194"7 


& Peau emo tor 1968 in Exhibit "196"... That ise only 
For 19.59". Bub, 294") does. 

Q dhe rate you are suggesting or showing here does amortize 
the capital additions made in 19388! 

A That is right. 

Q And it amortizes the capital additions to be made in 
1939, ~260,000.00- 
Tete righty 

Q Now just so that we will see where the spread is, would 
you look at "193" and I see a figure there of 4.46 cents. 
That is the operating expens ; 

A That is right. 

Q And if you will take your - you still suggest 20% is the 
right rate so far as you are concerned? 

A She tos x ieht s 

So we can ecliminate if you do not. mind, the otherS.- ‘Je 

come to 13.13 on 90% amortization. You take the difference 

between the operating expense and the rate which you 


Submit shoulG be given, and thst represents the amortizatien 
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Income Tax and rate of return? 

That is right. The arrerahes is that because the opereting, 
I have assumed, to be standard throughout at 4.64 cents. 

Lt strikes a layman, doesn't it, as odd that you want 13.13 
cents to transport a barrel of oil that only costs in oper- 
ating expense a little more than 4% cents? 

I do not think it should, ur. Frawley, because you see we 
have got to get our capital back. 

Meee wetvee LO Call atvention....s 

That is the big difference between the 4.64 cents and the 
15.15 cents is getting the capital back. 

These rough figures do not help, but can you as you stand 
there, tell ms abou* what that spread ist There is about 

9 cents? 

8% cents. 

About 8% cents spread? 

I cannot possibly because the 15.15 is the average en that 
annual rate from 19439 te 1946. 4s a matter of fact the 
differences on which it is based vary quite a lot in 

each year. For instance in the later years the amortization 
is a very heavy feature. But against that is the return 
on the investment is very small because you have less net 
investment. So it would be hard. I could not make a 
reugh calculation. 

You have, at ur. Nolan's request, shown the same thing 
with a reduced through put from 6,000,000 to 5,000,000 
barrels per annum? 

That is right. 

And if the through put went up materially it would be 
reflected in the other direction? 


Oh yes. But if the through put went up it is safe to 
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assume your arin capital expenditu es would go up too°* 

Q Now you are not going to take it bothways, surely, 

Mr. Mav, because vou say if the through put goes down you 
still want these capital expenditures, and if the through 
put goes up you want more? 

A No, Mr. Frawley, I did not say that. I said I thought 
2100,000.00 per annum was a fair capital expenditure to 
be assumed to be necessary to maintain 5,000,000 for 
une veer ee veers, I think it: is. But if you went over 
6,00L,000 my »~100,000.00 figure would turn out to be 
absurdly Low. 

If you went over 6,000, 000% 
If we went over 6,000,000. For 6,00U0,00 for 19389 lir. 
Coultis has budgeted for »260,000.00. 

@ You Know the line was able to handle over 6,00U,000 
barrels last year with the present capital investment? 

A It vas, but what did they spend last year, something 

over »400,000.00. 

Q And your presentation now takes care of that. It is all 
reflected in that? 

A Noy Ge Ls ot. That was the whole point of this. 
Statement "192" although it was as far as the books can 
show it ae correct rate for 1938, that it would not be 
e correct rate for future years because of the annually 
increasing amortization charges. 

Q Now, whet about the rate for the future years? The 
fave for 1956. The cost. fort 1958 is, you say 4.64 cents 
On snot “LOST 

A That is operating expense before amortization. 

et These statements would not show’ 


v.) No, we have one that shows. It showed ll something if 
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I setenben. 

“hat does that do with the 1938 capital additions? 

That shows half‘ ; 

Yes, that onlv amortized half the adauitions. 

if you would emortize the balance.- The cost per barrel, 
OWetahipit NOY Vot your axhibit. "L00",) the cost. per 
barrel before Income Tax was:6.52, and that took into 
account amortization on half of the capital additions 
in 1988? 

That is right. 

If you add Income Tax and nothing elsa it goes up to 
°8.79, taking into account half the capital additions 
for 1938 which were pretty large weren't they? 

That is right. Then you have no provision for Tate sok 
rls ory gl a am Of 8 My ry 63 PK ee 

That is.all you have to add in there to make a complete 
re te * 

Noo, wut tots. Ot hand Jo think that is wight. eyas, 
that is all. 

Just. the rate of return. Your ixhibit "120" shows, 
using that same cost figure of 6.52 that appears in 
Hxhibit C-8 of ixhibit "100", and that is with no salvage 
at ail, and this brings it up to 11.54? 

Yes, then we have one with salvage too. 

wee, eh bi 6)? 

That is right. 11.38. 

Yes? 

The point of this #xhibit "195" was to show that the 


amortization feature brings it up from 11-58 to 13.13 
which is approximately 1s cents, which I mentioned for 


that rate of 20. 
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Foe) 


No, that is really an average is it not? 13.13 over ten 

years? 

That is the average of the 8 only. 

Yes, from now on? 

168, it) US Trom 2939 to 1946. 

Ang@ then in your finel Exhibit "194" you get over the 1 

cents by half a cent, by showing 90/* amortization and a 

quarter of a cent by show ing 100° amortization, and by 

taking the throughput down to 5,000,000? 

TAG. Le Tigi. 

You have not endeavoured to reflect what an increase in 

the through put would mean? 

Wo, I have not been asked to. It is not hard to da. 
PLOT RIV? : Yesterday, Mr. Maw, wir. 

Burns mentioned something about depletion allowance 

and I do not Know if I got it correct so I want to ask 

you because I believe you are competent to tell us. 

For €epletion allowance does the present regulations, 

that is the present Provincial regulations, Income Tax 

regulations, permit the Royalite Oil Company to include 

the net income of the Pipe Line Division in their crude 

oil income account? 

I think they do. 

They do* 

Yes, I sm fairly sure that they do. The Royalite have 

a different ruling for depletion from any other compény 

that I know..of. “hether that applies to Provincial as 

vell as Dominion, I do not know. 

Do you Know whether it partes to the Dominion? 

I know it applies to the Dominion. 


You know it applies to the Dominion? 
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Yes. 

If it doss apply to the Provincial as well as to the 
Dominion, the question of Income Tax to be allowed 

by the Commission in adding to the expenses of this 

Pine Line. coldd be disregarded... Lt 1s,a benefisisto ahe 
Royalite Oil Company to operate its pipe line division 
elong with its crude producing activities? 

For the purposes of arriving at the depletion, it would 
not be, I de not think, because you see if they took the 
pipe Line department away there would be no reason wh 
the Royalite Oil Company should not get a depletion rate 
in the same manner as any other oil producing company, 
and then they would get 25%) of sheir gross income from 
production. So I do not think the Royalite Oil CGompany 
have ever received any benefit unter this special Income 
Tax arrangement. I doubt whether it would help them 
any at all. 

Then Lido not quite understand you. You say itis s 
fact that the Dominion Government Income Tax regulations 
permit the Royalite Oil Company to inelude its net pipe 
iine ineome,,.in other words profits. It is the net 
inccme*? 

Lene 

lt takes the total income of the crude operations end 

it adds the net income of the pipe line? 

No, it does not take the total crude, it only takes the 
net. Lt takes the net of all. That is why it probably 
does not get any benefit out cf this special ruling, 
because ordinarily it would be allowed depletion on 

its gross income from crude, productions . Now 1t is not. 


It is only allowed depreciation cn the net income from 
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erude production efter taking away all operating expenses 
of the Company. 

Q You do not know exactly what the effect of that pusition 
would be? 

A I would have to work it out. My impregsion is that they 
do not get any benefit out of this specia] Income Tax 
ruling which applies to them. 

q Now there is another matter I want to ask you about. Am 

I right in saying that the 6 inch loop that was taken up 

some years ago is now included as capital, in the capital 

assets fer the purposes of your report? 

The 16, 21 8ht s 

And is being amortised in the ordinary way? 


Mabhebs pright. 


ees 


Are you aware that the Interstate Commerce Commissinn 
mer uLeapis * the classification and method of procedure 
of accounting for pipe line companies? 


fs Yes, they do. 


cd 


Q I am-not saying now that this is necessarily,in this 
case should be the same but I am going to ask you about 
that. I see in their regulations they provide for 
retirements which my reading of the section here dealing 
with that includes any situation such as occurred to the 
Royalite pipe line where they put in a 6 inch lsop 
and later found out it was not of any value, and they 
Pulled? it up. I notice that the regulations, cover 
classification of peas and provide that the reatire- 
ments ~ well I will reed it so I can express it better. 
Et is a volume celled "Accounting for the Petroleum 
Industry" and there appears a copy of a form used or 


imposed by the Interstate Commerce Commission showing 
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Glassification of accounts and in that on Page 119 

it shows under the heading cf operating expense retire- 
ments, ‘jould yuu think that would not be logical to 
treat that pipe line as an operating expense, as is 

the practice in the United States? 

lt is guite logical and it is the practice here too 
under most circumstances. 

Would you fesl that these circumstan@es are not the same 
as would apply in the United states in an ordinery pipe 
Line? | 

i feel icr—the purpose of arriving at the Company's 
investment in the pipe line now, that it is more proper 
to include that asset and amortize it. Of course, you 
understand that is net in the eapital structure now 

at the full amount of the loss that was incurred in it. 
That loss has been amortized between 1932 and 1938, 

and the amount that is still in the net capital structure 
is considerably less than the %102,000.00 that was put 
in. 

You mean at the present time the capital is only part 
of the original investment? 


Only part of the original cash investment, yes. 


THI GHATRMAN: Mr. Harvie? 

MReHARVIE : Nothing, my Lord. 

THS CHAIRMA: Any mail, ir. Harvie? 
Mee HA RVI: I just got a report, Mr. 


Chairman, that the air mail that was due early this 
morning is expected at the Post Yffice any minute. It 
has not arrived yet. 

Re FRAWLIY: There is a telegram Mr. 


PUR SES ee 


Nolan has received from iir. LeSueur which bears out 
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the information I got last night. 
Mr. VORA: I think it should be 
explained I wired asking them if conditions attached 
te the Agreement of Sale. 
thie PRAY ESY: This telegrem is dated 
at Torento on the 16th of February, and is addressed 
to tr. Wolan from lr. LeSueurz. 
"Retel Fifteenth. No restrictions in deed 
of sale but our unégerstéending was that pur- 
chaser purposeg@ taking ur pipe and using 
some for gas line connection from north of 
Kevin sunburst field to Great Falls." 
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Mit, FRA’ Lay: Mr. Harvie hands me a 
document entitled"Prospect wells" which he tells me he 
has cbtained from the Conservation Board. 

Er. isnVis: I just received it from 
Mir. Dingman of the Conservation Board. I notified ir. 
Frawley yesterdey I was asking for it. 

lt. PRAVLSY: Prospect wells, you are 
referring to wells outside of the ‘urner “alley erea 
or what we have called wiid-cat wells? 

ER eHARVIS: Vihat we have been cal ling 


wild-cat wells, yes. 


as 


foe hires ts Perhaps i might read twe 
or three, and you will have an idee of the information 
contained. The first item Anasonda-Stevevilie No. 1 - 

IpD TD of" 9-22-12, 2 4th. Steveville area qdrillihg. 


Anglo-Canadian Sieveville No. 1, ULSD By Of bomck—LeZ, 
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W. 4th. Steveville arca, suspended, changing equipment, 


etce etc. 
DOCUMENT JTTiITLsD "“PROSPIC?r 
Waite! LS WOY TARKED Bees? 
WT9 6" A 

Pres A’ RVs: I might say I counted 


them up and it shovs 85 driliing wild-cat wells outside 


of Turner Valley in this Province. 


MR. FRALEY? That is excluding the 
Ores Shee ren... 2 ‘ 
fas HSRViL: I notice some are suspended. 


But they-are prospect wells. 

iit. Hie aes There will be a statement 
from ir. Av iiseomith who will be here probably et the 2 
o'clock resumption to make a statement on behalf of the 
Anglo-Canadian Oil Company with respect to the 19389 


production. 


Ts CHATRMANs No witness‘ 

Pte PRE LY bE SGaKevel i Mots wei re 
Ritts NOLAT: Vhat is sir. Smith going 
to says’ 

MR. Fae De et ily. Smith is going to 


make a statement as solicitor foz the Anglo-Canadian 
Oil Company. He has called my attention to the fact, 
cond something I was bound to agree with, that Mr. 
LeSueur had made his statement by telegraphie commun- 
ication and that he was going to make a Similar 
statement on behalf of his clients, with respect to 
the Anglo-Canadian production programme for 19359. 
tier sat ae. Cm th ishin the diffieuit. positienor 
having his client outside the Province, -just, I 


take it, as .7r Wolan is. These are all matters for the 
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Commisstion to take into account, not me, of course. 


Mh. NOLAN’ Who is outside of the 
Province? 
MWR. PFPRAVLGY: Mr. Byrne, he is in 


Vancouver. 
WR. YOLAM : That. U8. OR. a hPa, pia 

he is legally situated here. 

MR. FRAULAY: Yes, and so is the Imperial 
Company as far as I am.concerned. 

MR. NOLAN: There, iS no ebsgection. Sit. 
iis se tay Eo aid not. think my trienae 
would object. It was assuming my friend would not object. 
Yell that takes care of Counsel's objection only. But 
Mr. Smith is coming, and if he cannot be heard he cannot 
be heard, that is all. What I meent was that I wanted 
Mr. Morrison to be the last: witness, and there is just 
that Seay. 

THe CHATRMAN: Guite so. ie will hear lr. 
Smith. ';e have had expressions of policy and we will give 
them weight as we think fit. It is evident to all 
Counsel, without any observation from us to make it so, 
that there is not the force attaching to these statements 
and wires and so on that there is to a witness in the box 
who has submitted to cross-examination. However, we will 
give such weight to them as we think proper. Vie have 
been thinking, Mr. Nolan, that we are going to hear from 
ir. Plotkins in connection with this pipe line company 
and would prefer to do so before -r. Morrison enters 

upon his examination, and have -vr. Morrison the last 


witness ang dispose of all things at that time. ‘/hat 
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is your feeling? 
MR. NOLAN: My instructions are that 


Mr. MeLeod of the Royalite Oil Company had met with kr. 
Sweeney, whom we have heard from tur. Plotkins was doing 
the negotiating on his behalf. Mr,Sweeney left for 
Vancouver and negotiations have been suspended by reason 
of his absence from the City. But Mr. McLeod instructs 
me to say in his opinion, there is no doubt if negotiations 
are resumed, with Mr. Sweeney that an agreement which is 
reasonable’and equitable to both parties will be come to 
upon .r. Sweeney's return. He says Mr. Sweeney is a 
practical man and understands the problems and that he 
had no doubt that they will agree on a basis which will 
be fair to both sides. 

THt CHATHMANs ‘hen is he coming back? 
tute NOLAT: I thought on Saturday 

from what Mr. Fiotkins said. 

Nig Ca ade Wh AA GORE Be I have had no further 
information, but what he will be back this Saturday. 

hat. NOLAD: Mir. licLeod also asked me 
to say that he did not say to hr. Sweeney that negotiations 
must be suspended until he had heard from Toronto, that 
he did not say that to wr. Sweeney. 

THs CHAIR? 'ATT: I think ve are disposed to 
hear Tir. Plotkins, and have it on the record anyway, 

and then if it should transpire that Counsel and ir. 
Plotkins are agreed that there is not any need of our 
dealing with this phase of the matter in our report 

we can be told before the argument is over. However, 

if we want to cqeal with it, we can. 


Mite YOLAN My idea would be that if 
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Mr. Plotkins were to give evidence he should say what 
his views are in respect to the seven paints in the 
proposal we were asked to furnish to the Commission. 
THE CHAIRMAN: Guige so. That is 
primarily what he has been called for. It seems to 
me proper. We have heard Mr. Coultis' views about 
them. -e@ want to hear whut Mr. Plotkins thinks. Unless 
the matter was set as rest by the parties not vishing 
24 tO be gone into at all, I think we will hear ‘Lir. 
Plotkins anyway, and then if there is any oCcasion 
for our dealing with it we can be told. 

Mee WOLAUS There is no reason why, 
if an agreement is come to that it should not be 
immedietely communicated to this Commission. ‘.e will 


a 


have a few days* P 
Tiis CliA Tavs: It will give you that 
much more time. In the meantime our record will be 


there. 


(Go to Page i6bu. ). 
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MR. + LOTKINS: Am 1 to understand that that 
only applies as to the connection between the trunkline 
and our refinery and nothing to do with storage? 

THs CHATREAN: ) Mr. rlotkins, you are now 
invited to give evidence and tell us about anything you 
Like. You are not limited to anything but if you come 
toa private agreement with respect to your pipeline 
connection you do not need a ruling from this Commission 


about it, do you? 


MR. PLOTKINS: NoLAthatwis true, 
THe CHAIRMAN: — And we are not running a piece 
SCLYLitieationy for .you. we are just concerned with the 


questions that are before us now but we will hear you on 


anything you want to talk about. 


WR. ve LOTKIVS: On the pipeline: phase of it? 
THE CHAIRMAN : Oy. Quite (sidj. 
LSON L. ELOTKINS, having been recalled, 


examined by ir Frawley, said: 

DR. PRAAGEY.: Mayra FLOUR Esto.) VOU aate ts ule 
under oath and you have been given an opportunity now 

of giving in evidence your views on this question of the 
offer which has been made to you by the Royalite Oil 
Company for a vipeline connection and the conditions in 
connection therewi th? 

THE: CHAIRMAN: And anything else you wish to 
say with regard to pipelines so long as it is not a mere 
repetition of Pethine you have said. 

Yes. 

THE CHALTRMAN : Which would serve no useful 
purpose? 


Yes. Well, .r. Chairman, before I make any statement et 
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am at a loss to know on what basis I should make these 
statements because my understanding is that it is not 

sure that the Government Will see fit to declare the 
pipeline-a—common carrier and-submit it to any regulatory 
body: Am I wrong in my views on that basis? 

TH. CHAL RIAN: NO», DeLUbere our Tor ah can 
assume What the Government will do. I cannot assist you 
even if I were disposed to,.l have no idea, you just give 
us, what you are invited to do is to give any evidence you 
like touching upon this question which we are here to 
decide upon With regard to pipelines. When we come to 
the major Inquiry there will be other matters to deal with 
but just now we are trying to deal with this only. Now, 
if you have anything that you think would help us to make 
Pateccisvony eciuler Wich respect to the pipeline connection 
of which we have heard or any other matters that reflect - 
On what ea eroper pipeline rate should be, by all means 
Lowe Werare ere: LO Listen. 

Thank you. 

& CHAIRMAN; ilajor Lipsett suggests Af you 
have any views about this company becoming a compfon 
carrier or properly being made a public utibity or which 
might flow therefrom, it would be pertinent, we will 
hear anything you have to say about the pipeline, but 
you cannot just assume that it is so, erties the 
Government will do this or that we do not/know, nor do 
you. 

Noy “fo Mots 

But if you have an = ae it we are open to hear them. 
well, my ylewe in regard to the present pipeline of 

iba as dad ties Oil Comynany being operated as a common carrier 
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are these; as the Commission has heard in this previous 
evidence there were a number of pipelines in the Montana, 
in the Northern wontana field serving them two fields 
and there were really a choice and a competition on the 
part of the shipper; then there was another situation 
that existed in the Kevin-Sunburst field that does not 


exist in Alberta, and that is that the Illinois pipeline 


was not engaged in any refining or marketing or purchasing, 


so that they were anxious to carry more oil irrespective 
of whether the company made money or lost money or 
whether it Was competing with any of their companies or 
not. The Illinois pipeline does not operate, to my 
knowledge,any refining or marketing companies in that 
part of the United States, so that when I, as a producer, 
or aS a@ purchaser, went to that company, there was no 
need for me to fear that they would enact conditions that 
might restrict my ability to compete with any other 
refining or marketing company. In Turner Valley we have 
not that situation. There is only one pipeline and. that 
pipcline is owned by the Royalite Oil Company, which is 
engaged in producing as well as transporting and is 
enegeed in various other activities and 1% an turn is 
owned by a company that operates in this Province am in 
the markets, that is covered by Turner Valley, refining 
and marketing facilities which come into direct cm- 
petition with any other purchaser of crude oil in 

Turner Valley so that the condition that exists in 
Alberta, in the Turner Valley field, is one that, 

were the pipeline divorced from the other activities, 


while it may not cover or answer the purpose of actually 
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divorcing the competition of the Standard Oil of New 
Jersey with other companies, it would in all, ina 
practical way, permit the management of the pipeline 
company to strive for greater revenue and also lower 
expenses irrespective of the other activities of the 
company and under them conditions a company such as ours 
would have no trmble arranging with the vipeline company 
to meet, to transport our oil and meet ovr reasonable 
requirements, even although they were not the same as 
sae other companies . They would take into considera- 
tion the yelve Of our business to them and they may 

g9 tO some trouble to retain that business in the form 
of giving us consideration at various times to suit or 
meetrour particular conditions. Now, that is the 

main reason I advance for requesting this Commission 

to recommend that the Royalite Pipeline be made a 
separate entity and deal with the general public in the 
form of crude purchasers and refiners and others and 
producers, aS a transportation company exclusively. 

THS CHATRIAN : what would your view be, 

Mr. Plotkins, in that connection, how it should be dealt 
with in connection with what has been termed "Indirect 
assets"? 

well, on that subject, Mr. Chairman...... 

They would have to be considered? 


Yes, that has to be considered. Now, that is in relation 


> 


to the company's operations of the pipeline being severed 
from the other activities. 


Yes, supposing your suggestion, Supposing it was thought 


well that it should be a separate legal entity, then 
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you have two things to consider; at one end there are 

what have been called throughout the "indirect assets", 

assets used by different departmests of the same company, 
the Royalite Oil Company? 

Yeo. 

Things used in common? 

Yes. 

And men employed in common and so on? 

Yes. 

And at the other end there are facilities which you may 
think the pipeline company operating on its own should 

have? 

Rese 

Tiines fromthe Hoyalite’ 01) Company or from: the: Imperial 
Company, (irom whieh comnany the Rovyalite Oil Comvany now 

rents? 

Less 

Io would Like to hear you about those two things? 

well, I can express my opinion. 

Quite so? 

Now, with regard to the utilities that the Royalite Pipe- 

line DiviSion needs and uses in operating its business 

I would advance to the Commission that there is no great 

difficutly in having the management of the pipeline 

division make those arrangements with the Royalite Oil 
Company if it were a separate entity and evaluate and 

agree on a figure that would be equitable to the Royalite 

Oil Company and satisfactory to them, based on what the 

management of the pipeline company would value or would 


think Ysta “fair rentall, either per kilowatt, per 
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thousand gallons of water, or gas per thousand feet, 

or if not on that basis, weighed with the additional 
factor of giving a value to the stand-by value; in 

other words, While it is true that the pipeline division 
would not be dealing fair, in fact the Royalite would 
not agree tO any arrangement with the nipeline division, 
even if it were a separate company, naturally, unless 
the rate “that they would pay for those utilities would 
includé a value sufficient to take care of the value to 
the pipeline company of having these utility facilities 
available at all times, even although they were twice or 
three times what they would be normally; in other words, 
if there was a sudden demand for some steam or a sudden 
demand for some water, the pipeline comoany or the 
emnany supplying the utility would have to be in a 
position to sunply them, otherwise the management of the 
pipeline coOmsany would be well advised to make other 
arrangements so that they coule know and have reasonable 
assurance that any emergency would be met. 

Q Ti: CHALRMAN ; Take the machine shop, which is 
used in common, for example, as cistinguished from steam 
or electricity and so or’? 

A well, the pipeline division of the Royalite 0j1 Comzany 
is a big enough concern that it would be possible, in my 
opinion, and an advantage, if it owned its own machine shop. 
I would not say so with regard to the steam plant or 
with regazd to water or electrie light facilities because 
the quantity generated affects the cost, but in the case 
of a machine shop, the volume has no great effect on the 
final eost of producing a piece of equipment or repairing 


iby; now, in other subsidiary requirements, such as office 
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furniture and office administration expenses, and office 
facilities, these could also best be met by the pipeline 
division having its own offices and facilities and 2scount- 
ing system, beceuse it would be then in a position ta get 
much more accurate information with which to guide itself 
Do de cormMinineg costs and Operating conditions, and in turn 
translate them into savings; whereas, at the rresent time, 
as the Commission has heard, there is no great attempt made 
to find out if there are too many buildings or too many 
PoC ees, oO Mich or anything. why? Because the 
pipeline division management is not concerned, and yet, as 
you see, they are reflected in a big difference between 

the operating costs of around 5 cents and a proposed, or 
Sueteos ome ure no. 1) or le or even 15 cents, ‘thet 
Treriects shay Condition. Now, Ll suggest that if the 
pipeline division management was in full control of that 
phase of its operations it would be possible, that is only 
my opinion, based on exnerience and knowledge, it would be 


possible to COuw onoaut.a bot of the fe cilities thavAs 


New Nie Vo lout ribuse to, and that is on thet basis, anat 
is my view. 

Q Ihat would you say about management? 

AN Management? 

Yes, we have heard a great deal about ‘mm. iMeLeod's salary, 

let us hear about it, and what it is for? 

A cI roe aod oe il el aaa 

Q Just to use an illustration? 

Ay I am still dealing with the Royalite pipeline being a direct 
or indirect subsidiary of Standard Oil of New Jersgy instead, 
and severed as a separate operating company. 


Q Yes? 
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Well, now, in that case the Standard Oil of New Jersey 
have directing departments that would necessarily direct 
aiio tie operations of the management of the nipeline 
division efficiently; to my exnerience and knowledge 
that is what is done when the Standard Oil of New Jersey 
has separate piveline companies scperating as a senarate 
VAs te 

NS doubt they will mansge it very efficiently but one of 
the difficulties here that has been presented, is that 
one general manager looks after a whole cmmpany, namely, 
the Royalite Oil Company, in which there is this pipe- 
line department? 

Yes. 

NoW, supposing there Was a separate legal entity, would 
you suggest there should be duplication of administrative 
ofiiicers? 

(IN iae ears 

Or that it «ould be practical to have the same management 
as at present or what? 

dell, of course, that is asking me to express an Sninion 
UPCnP Geta GIeGy or or., the present officers or the 
company. 

Ooi a oe ain JUST) asking you do yourtmaak (white 
we are on the subject, do you think it advisable that 
they should have an entirely separate force, from the 
manegement down, this legal entity that you suggest? 
Yes. (Well, I do for this reason, that the salarves. of 
these administrative officers will be in proportion only 
to the operating revenues of the pipeline division; 

in other words. the general manager of the pipeline 


division of the Royalite Oil Company will naturally not 
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be, the company, the Standard Oil of New Jersey, must 
have a scale of salaries for their directing officers 
that fit the circumstances and it would be in proportion 
ta the utility of the pipeline division. Now, in that 
respect it is my experience and it is my submission that 
a general manager covering the pipeline activities alone 
would cause more Saving to the company than his salary 
would be Worth or even all the administrative officers, 
of 2 Separate, company, because it stands to. reesson that 
a man in charge of the vipeline division as a separate 
Cw eu will estrive to sec that he 1s valuable, and fhe 
Makes himself as valuzble in his operating division, as 
valuable as possible to the parent company, and in 

that light I see no unsurmountable difficulty in 
ereating a full set of officers. if the company Sees fit 
to handle that phase of the business. 

Now, the various other minor 
adjuncts to a pipeline division are not worthy of any 
serious consideration. There is one, however, that has 
been touched on in the evidence and that is terminal 
facilities, snd that is, according to Mr, Coultis, is 
quite a respectable amount that would be required to 
give effect to separate terminal facilities for that 
company, and while I would not dispute in principle the 
items that he has listed I would , however, quarrel 


with the velue that he has submitted. 
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A And in particular with the tankage if I cen refer to 


that exhibit, I can deal with it Nuch more intelligently. 


G Mr. Coultis' exhibit, the last one? 

b Yes. | 

Q Jip doullen ir Ml bye Sarg 

4 Yes. .istimated cost of separate pipe line terminal. 


Now the first item I see is three 80,000 barrel tanks 
with Foamite equipment, etc. I do not propose to dispute 
the necessity of three 60,000 barrel tanks, but I do 
propose to quarrel with the value, that is the price that 
is set down as representing the amount of money that would 
be needed to place the three tanks on that site, along 
with the auxiliaries. 

Q TH3 CHA IRMAt: PF ieickiy an en ai ibe Gk te. 
iwonuderiae: you would telh, me, before: poing) into) a 
detailed discussion of this, as to whether or not you 
think the pipe line company should have a separate terminal 
of its own? Or Uti bizge and: pay Tom Thewtacs lit ves ihe t 
the Imperial is prepared to furnish it. 

A if, at were Vo cost) 4326,000.00 the re is ino, doubieah my 
mind that it should not be necessary. It would be more - 
preferable to make as good as deal as possble with 
the Imperial Oil, but knowin; that that 1s over one- 
half of the items, the three tanks, and that that figure 
is excessive, considerably excessive in the light of 
the policy that the Imperial Oil Limited has adopted in 
respect to these large tanks. That is why I say, I was 

proposing to deal with it-..-. 

Q fuite so, and we went you to. but I just want to ask 
you that preliminary question. You say it relates 


to cost. 
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A Yes, if it cost that much I do not see where it is 
necessary to load the Pipe Line Division with the 
additional capital investment. 

Q Ves. 

q Ls COMMISSIONGR. LIPSST?: Fave you thought of the 
question of whether these tank facilities at Calgary, 
whether they should be provided by each refinery for 
itself, or whether it should be provided by the pipe 
Line‘? 

A Yes, I have given that, Mr. Commissioner, quite serious 


thought because it affects our operations, and my views 

are based on precedent and experience in the Montana 
field, Ana Utsis this, that the pipe..line being 4 
Carrier joffeming its .scrvices to. transport,oil,, should 

be in fairness to adil its. customers, little and big, 

in a position to store oil that it transports, within 
cert@in limits, of course, the reasons being these, that 

a pipe line being in the business of storing could store 
oil at considerably less cost than the individual refiners, 
for the same reason as one pipes line can trnasport oil at 
considerably less cost than three or four transporting the 
same; amount of oil in total. In other. words, if there 

is a movement of 6,000,000 barrels of crude into the 

pipe line for the year, and each refiner were required 

to take care of his own storege, it would me@én considerable 
duplication of storage facilities because the amount of time 
that a barrel of erude would stay in any one tank would 

be ridiculous. In other words, one terminal will utilize 
the storage considerahly more than three or four terminals, 
little or big, with the result that the cost of storing 


a barrel of crude, 6,0U0,000 barrels in the course of 
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@ year, will be considerably less and as a result the 

final cost of finishing the product will be less and 

Wireeoeerortectca. O00 that is why 1 sthmit that ite is 
the proper function of the pipe line division to have 

storage facilities. And I might say, too, that in the 
United States there are a few companies that make it a 
business of storing oil for large and small companies, 
fora rate. 

& Tint CHATREAT: You think that subject to 
Price fsep lect: to cost, it’ is ‘proper that the pipe Line 
company should have its own storage tanks? 

A To serve its customers. 

Q ee COlitootGan bbPowd 1 At Calgary‘ 

4 Yes, and as the Chairman has already remarked, subject to 


cost. if they impose a price that is greater than the 
individual could do it for himself he won't avail himself 
Of the facilities end the result is the pipe Line will 

be burdened with a lot of investment which will produce 
no revenue, whereas if the cost or the rate, the storage 
rate is reasonable then it will pay the individual 
refiners and purchasers and shippers to avail themselves 
of these facilities anda the Pipe line will be making some 
money cut of the facilities, where, at the present time, 
the Pipe Line Division of the Royalite is not so much 
concerned with naking any money out of storage. Their 
past tactics or past history shows it, when they are not 
concerned with even getting back the »65,000.00 that they 
paid to the imperial Oil for rental. Whereas if they 
had adopted a rational policy of saying “It is worth so 
much to store the crude", my opinion is that the Companies, 


or at least our Company might have availsd itself of the 
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opportunity of storing crude at the terminal instead of 
at. our reiinery. 

Mek COMMISSLOUIR LIPSaTy: It follows from that that 
either they should rent, assuming the rent to be reason- 
able, subject to that, the present storage tanks of the 
Imperial at Calgary, or else they should expend the 
necessary capital to erect stora,3o tanks themselves? 

That is correct, whichever is the more economical. 

Does it follow from thet then that the rate should 
include a certain reasoneble storege at the Calgary end? 
The rate should previde. to properly compensate the 

Pipe Line Division, that is the Pipe Line Company, for 
any storage that it should have available to its 
customers, taking into consideration the probable income 
that will be derived from the storage rate or the storage 
fees. 

Miss IRA? cis Yee Just to be clear as we go 
along. ir. Plotkins seid the Royalite had made no attempt 
to get back this $35,000.00, you mesn by mking a storage 
charge to the users? 

That is there is no charge for storage. 

Because they will get it back. as an operating cost in 

the rate, but I want it clear what you meant is they 

have provided this storage and as you said a moment ago 
they should make money out of it by imposing a charge 

on the people who use it? 

Yes. 

Guite independent of this pipe line rate? 

Yes. 


THs CHALRMAN: As I understand, subject 
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to what may be said about amortiging the capital expend- 
iture to be made necessary to pruvide this tankage and 
so on, the rate would not be affected in regard to the 
carrying charges of that yard because it is anticipated 
on the ‘/itness’ theory that they would charge at least 
enough to pay for the cost of storing. 
Whe RA Lays They would charge....-» 
THE CH& IRMA: They would charge the 
person or the company for whom the oil was stored a 
charge which would completely coripensate them for that 
stcrage. 
MR. FRAVLGAY: Precisely. That would 
be over and above the rate, the pipe line oarriage rate. 
TH! CHAIRMAN: Quite so, and so, so far 
a6a the effect on the rates - on this witness' theory 
as I understand it - so far as affecting the rate, the 
pipe line rate per barrel to be allowed it would not 
effect it at all, except it might indeed affect. it so 
oe Wworrover uGett hey made qa profit on their storing 
work. But there would have to be taken into accsunt 
the capital investment necessitated to set that up now’ 
A That is right. 
Tree uA aes He puts it on a totally 
differsnt ground. He said these people are ina position 
to store, and they should accommocate the people who 


want storage, and charge for it. Go into the stcrage 


business. 

A Absolutely, as a part of their activities on a profit 
basis. 

Q ik. NOLSN: dust before we leave that, 


Mr. Plotkins, you say the pipe line companies you knew 
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in Montana provided storage facilities? 
A Yes. 


Q But they charge in addition te the rates for that, or 
was that ineluded in the rate? 

: a Yes. As I have submitted to this Commission an exhibit, 
the rate is 5/100ths of a cent per day per barrel for 
storage, which is the standing rate. 

“hat did you say it was? 

A 5/100ths of 1 cent per day. 

1 ag Bt IRIN A It has not been put in 
CUM TOW Ig a" 200detime ito put it ins what is this 2 
am showing you’ 

A that is a storage and demurrage account sent to us, or 
rendered to us. 

Q sent to the Lion Oils? 

A fo the Lion Oil Producing Company in Montana, for storage 
and demurrage covering storage charges on crude oil in 
the Illinois Pipe Line Company tankage from February 6th 
to 28th inclusive. 

Q Of what year? 

A 1938, and it shows here a charge of 5/100ths of a vent 


per day per barrel. 


G Which, I put it to you, is 1s cents per barrel per month? 
4A That is correct: 
Me. COINISSIONER: 1/20th of a cent per day’ 
ER. PRAULSY: No. 5/100ths of a cent per 


day per barrel. 


LR. IOLAN: That 1s still 1/20th. 
THs CHALRWAL: 1/20th of a cent per day. 


A Yea. ohoulie Lient,. that is the same thing. 
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THs CHALIRLAL: Sre you offering that? 
rR. FRALEY: Yes. 


ACCOUNT IN (Uu.:-TIOl If Nov 
HSRKGD SAHIBIT "197". 


MrRe FRS' LEY: Mr. Cottle tells me and 
the witness agrees that is 1% cents per barrel per 
month? 

4 When there is 40 days, yes. 

WR. HARVIz: wes Plotkins, just on that 


co) 


point, that rate of 14 cents per barrel per ‘onth becomes 
effective after some freo storage period? 

b Yes. The practice, and I understend the general 
practice in the United States is, to give 30 days, 30 
full days free storage, and after the 30th day, beginning 
With the 4lst day, this rate, insofar as. the ITilinois 
Pipe Line at Sunburst is concerned, applies. 

] So for that reason there is terminal storage necessary 
in connection with that pipe line system? 

A Yes. 

Q By referring to #xhibit "98", which is what you might 
call the specifications submitted by the Royalite to 
he applicable to this pipe line system, and this rate, 
in paragraph ....... 

TH CoATR MAN; \hat exhibit are you 
referring to? 
MR. YARVIL: ixhibit "98", 

Q You know the document I am referring to? 

A Yes, Proposed Regulations covering the Trunk Line. 

Q Yes, and in paragraph 11 of txhibit "98" the second 
peragraph of Faragraph 11 reads:- 


"All oil tendered for delivery and remaining 


ris 

she 
on 

~“ 
t t 
\ 


> 
ry 
rt 
- 
A 
a 
rene 


Si 
ee 
= 
Ga 
my 


ama) 
Ti 6 


Logs 


x 
Li. 


Ks 


“a 4 


yy 


& 


pit a 


Soe 
Gea laa 
mae ES 
ae —-7 
_ 
€ 
2! 
. 
“he 


SS Sf 
rs i 
wey 

4S 


Sz —- 
=. . 
== = 


ae 
o? 

e oe 
me 3 
A 3 


“ 
= 
Poa ones 
o-4 
ate Fe 
t oa 
Maas 2s 
waa * 
wes 2 
Ma 
ie aa 
. Cae 
S 
aa 
me 
Fae 


- 


a 


Ms i 
ay} —_ 
fa Se 


= bag. 
a saan 
se “= 
_ ee] 


eax 5 
SJ roe 
ot met 
ty : 
Xe = 
x x 
ae} 
rae 
£ 
“ <2 
a ne | 
— Ne 3 
: < 
age & 
Se | att 
ce = 
Ge Ve 
Rots ease) 
tri 
7 
7 x 
~ 
me aa 
ate =, 
e 
ire ey 
2 =2 


23 AEE: 
a Roe 
Ses, 
8) : 
Eos 
= aa 
Sas 
ay 4 
< se 
o 
“+ 
aoe 3 
c > a 
a 


= or 
Fae | e ~.s 
os a 
9 ce 
“s - 
: <-4 
5 ia 
tia: ts 
Tat 1s, Ly 
c r 
a ; 
E% i 
x 
“l = 
a 
eo -/ 
Lt = 
ss Ser 
ra mm 
— ~~ 
~ 
- £ 
¥ aie 
= = 
. ‘ 


bs - 
em 
: _- 

* - 
we ~ 
oe “<x 
— 9 
Ne Js 
baad 2 

val - 
ws 
. 
laa > 
ef 


de 
8 


~4666- 


Liekse Plotkins. 
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>) 


"beyond the free period of seven days, 1/10 

Ora Cent per barrel, eto." 
Yes. . 
I would like to get your views, Mr. Plotkins, as 0 the 
reasonableness of, we will say, a 30 day free storage 
period, over the seven days suggested in these Maa NORE? 
50 days is the recognized free period of storage in the 
Montena pipe Line regulavions, tariffs, and the 30 days, 
no AOUU EE vent I am not prepared to say beceuse I do 
not know - but i have no doubt it is based on the experience 
cf the industry as being reasonably required for the 
Shippe to take care of accepting the oil, and to my mind 
is a reasonable period. The proposed regulations....... 
THs CHA TRMAN: . You would) get all your monsy then 
to pay for the cost of doing the storing out of your 
demurrage would yout 
Beg pardon? 
Then you would have to get all the cost of doing the 
storing Bary alee demurrage’ 
That is correct. That is termed demurrage, because 
the first 30 days is free and after that it is demurrage. 
To that *extent the pipe line..... ‘ 
al cape Crp sa twig Your submission is then, 
Mr. Plotkins, that whatever the pipe line rate may be 
set at, it should include some free storage period? 
Yes, it stould, conditional on this factor. Ia investi- 
gating the profitableness o1: otherwise of these storage 
facilities of Peeiainoia: pine line, L happenec to 
be interested in acquiring some of these 80,000 barrel 


tanks, and in discussing the matter with the management 
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Iwas given to understand thet the balances, the monthly 
balances, not only of this Company but an inter-company 
hendling, was more than sufficient, that is the demurrege 
charges and sarnings of the storege division - they 
apparently kept a separate account ina pee division 
in their operetions in relation to storiee ~ vas more 
than sufficient to cover the cost, all the costs and 
showed a good profit. Now in that connection, of course, 
one primary condition that must be kept in mind is what 
does that storage cost originally. If you are to go and 
pay ,180,000.00 for three 80,000 barrel tanks, it is. 
going to take a considerably higher rate of stora,¢ 
demurrage to pay for it than if the same tcnks could be 
laid down here for half that much. 

Q That is a mattor of setting an equiteble rate, having 
considered everyt.iing- My question is, assuming 
that equitable rate will be set, you do say that rate 
should include some free storage at the terminal’ 

& That matter should be considered, yes, and given proper 
weight, because there is information aveilable in the 
past two years that will show wht the company could 
anticipate as revenue from its storage activities. 


I am not asking you as to the rate for demurrage, just 


WD 


for the free stors;;e period’ 
YesSe 

q Your suggestion is that period might well be 30 days* 

4 Yes. 

CQ TS CH IRMAN: | hile he is handling that 
phase of it would you ing following up the cther 


thought I put to the witness, namly that the demurr:ge 
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L.L.Plotkins. Pr rely 
charges must be sufficiently great to cover the free 
storage? | 

vy Yas. 

[uke FREVLSYs That is what I was going 

to ask. 

THe CHALIR-AN: If you care to explore that, 
or TI will. 

Q Mi. HARVIS: The demurrage charge, I 
presume you mean by demurrage.... 

i CHSLTRVAN: The cost for storing after 
50 days, or seven days, whatever it is teken at for free 
storage. 

Q UR. HARVIE: The rates set in Exhibit 
"98" for storage after the seven days! period mentioned 
in that exhibit, I have read into the record in cents 
per barrel per month. For the first month under the 
50 day Montana pipe line rate, would be, there is no 
charge, whereas the Royalite suggestion is 3.9 cents. 

Lt am using these figures, Mr. Chairman, they are already 
in the record. 
ike COMIISSIOlGuR Lipsitt: Is that 5,9 or 259% 
Mr. FRAiLiY: 4.9 for the first 50 
days. 
Q THE CHAIRLAN: For the first 30 days, yes. 


You seid in the Montana field that is free. 

Mi HARVIE: The difference being in 
Montana you have 30 days free storaze, where we lave 
here only seven days free storage. 

THI CHAIRMAN: Yes. 

MR. HARVIG: That is how that arises, 


and for the second month in Montena, that is for the 
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second 30 days' period its storage rate would be 1% 
cents as against 9 cents suggested in Exhibit "98", 

and for the third month period it would be a total of 

3 cents under the Montana rate, as against 21.9 cents 
Royalite rate. JI am just asking,. if I may,- for the 
witness to give us such comments as he may have on these 
Suggested rates in Exhibit "98". 

A Well, insofar as our company is concerned they would be 

prohibitive and we would not avail ourselves of any 
Storagee #76 would make our own arréngements at our 
own plant. In other words, we would buy our own 
storages, because we could make considerable profits 
over and above, under those conditions. 

Qe he COMTISSTONs& LIPSiTT:- From that point of view 
there would seem t» be an alternative system that 
perhaps you might giva us your views on, that is 
that the rate should ine lude a certain period of free 
storage at the Calgary end? 

A Yes. 

Q Bhd in cases where that free storage, whatever the period 
was, was not provided that there should be some rebates or 
refund of the ordtnary storage rate to take care of that. 

A ‘ell you see, Mr. Commissioner...... 

@ The only alternative in your original scheme, take your 
own case, the Royalite would have apparently to build a 
tank wherever the out was iade. in your liner 


No sir. 


> 


Ur else you would have to provide it yourself? 


pa) 


That is not a terminal, ium,Commissioner. J] am only 


> 


referring to the pipe line terminal, and not to branch 


Lines or to brenches froc that terminal. In our case we 
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Tle LePlotkins. 
would not be in a pnsition to avail ourselves, under 
the proposed branch line. [If we had a branch line 
direct from the trunk line into our refinery it would 
be practically impossible, due to the cost, for us to 
aveil ourselves of any storege. 

Q That is what I am putting to you? 

A Yes. 

Q In that event you woulc be paying your rats for the 
terminal tenkage? 

A That is oorrect, if you include it. 

And in addition to providing that tankage or tank 
see ce at your own refinery? 

A That is correct. If the rate included a figure or an 
amount to take care of any storage, that would be 
included in the rate, of course. 

Q That is what you say it should do? 

A I do say that, and that is another reason for digressing 
a moment from this. 

TH. CHAIRMAN: I cannot see that at the 
moment, why those who want to store should have 40 days 
free at the expense of someone who did not want to store’ 

A No, I am wrong, Mz. Chairman. The mechanics would not 
be that. If our company chose to store, the Royalite 
Pipe Line Company would store in Calgary, but when we 
wanted delivery would deliver from the Valley. That is 
right. 

Yes? 
Becaause it is just like wheat. ‘ve are not Ae es te 


any particular oil. ‘Je have only so much oredit, so much 
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L.~L.Plotkins. 

q And they would always have their reserves there? 
Yes. So we would be ina position to benefit. 

Q) Vie COMP ISSlOvar LIPSSTTs You in effect, would 
get the same trestment that the Imp:rial was getting 
in Calgary? 

A That is correct, sir. 


(At this stage the Hearing was adjourned to 2 P.i’.) 
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LON L. PLOTKINS, having been re~ 
Called, 

a) THE CHALTRuUAN : lire Plotkins, you know where you 
Lette oLt7 

A Yes. 

Q You were speaking of free storage? 

A Yes. 

Q Will you just proceed. 
tiike HARVIE: i Chink oy ies ce woud: “ike: noo 
ask a question or two of lir. Plotkins in reference to 
his view of the necessity of more than seven days free 
storage. 

THE CHAKA: Yes > 

Q iRe HAnVIL: I do not think you answered that 
completely, Mir. Plotkins, just what do you think under 
the circumstan3es as you know the set-up of the Royalite 
Pipeline, would be a fair time for free storage? 

A Well under present Conservation Board regulations where 
the production is pretty well held down to demand, 15 
days would in my view he a reasonable period for free 
storage but if the Conservation Board orders should 
change, if instead of prorating the markct, they chose 
to regulate the production on another basis LOE up nex 
Valley and we had an accumulation cf oil in the off 
season so as to scarry us through to the peak season then 
30 days would not be unreasonable. 

Q But you do not see any necessity for more than 15 days 
now? 

At the present time. no- 
Q iwAJOR LIPSSHTT: Does that apply, Mr. Plotkins, to 


+hH4q neak neriod which we have heard about. this getting 


Pot ater 


inf 


‘ oe facia: 
as yc ig Pee 


AME Oe AAW GMI LS had 


= eh 


mr Se 
t) Se 
4 om hy aay 
We A Eh 2 AP thw yh aay mae ay fe hes ee Ry 
\ ’ 3 aude Wee) ings ‘ Cant yee a iF ‘ 4 (% 
\ . + ee . ig Dee ih oe af . rs ‘ é 
am ’ . a 
i ia ’ hs 
; pas 
\ 
‘ : 5 ; 
IE Ps fo . 
~us } AL . ° Bo) ‘ , 
ees ee Cade ee 
Y td 
Ly + 
(EN MES re ‘ 
Mee enn Pi raya te aN \ 
: MOV ovate We u us ae oy ; : 
er fA 
of : 
oy dum ; *y ns tt Se 
\ i dyes. da 5, " P ent LE 
a Talk ib Mae Ws, Od peed ib =a ., 
{ 
‘ 
7s ' i; et « ee Ay Ps my 
ofp Ody t x: c+] f +t} ee OF} f ice ye! : 
: Oo. 9 Oey Fu i A ah PHA Soin a t 


3) Pe & © xd & 


4 


te rat ate %t Nan See NE bug (eeny mh ti ey 
ander ansdramitar ved 2: 


RESP ite ding oan i 
' * - a 
Perr tae aie eae Lie ia moe hs Wty 
i i “ 
: oe ee 
Caen oe Haine teach 
Sb Fo Hee ah 
eae J. ny yt? i ioe Hi] i. 8 eT ; y 
7 c, Tbh, Gl sas 
2 muah Di % mi 
. JY | ne 
Da es 
3 bee py} ae 1 eee, Os Cn ae 
om } i - Eo, hen A t 
: Rigi at CO Sea 
é ‘ ays 
BT ae ipe g ae 
ay , 


MRD mS oe 


eRe ome, 


i ; 5 A SE 
pe i Be Muar: 
Se a yo» ae , pa dl te) Oe wr iho tae oem 
END ee bt oy (ok F ' a e. , oop ; rit 
Tee Ege RCE Satine on, ce EPR Ad dln oad || ghia te WP ae Unk MY 
a Fenestra CO ata enad TR ; ‘ { 
Sion Ot Sa . ie oa F: 
| He tee ECR al ni FF 
Poa ered ri ry “s ; ae ine Ge : 
F ah ie re Bait fey Be aC or? bts oS Oe aie & th 
i. NS Nite ae oan aXe ty i Meroe al 
f me . a -~ i , : 
) ' hee to gl4 rd a ee mre : ne i 
M4. o eo 


. ep) “8 
| Ho Siang * neh SO, De ee COE Tere 


‘3 : fp oon ae 
een ‘ae . 


eae iN,» Neon Ai 
A ate balck 
i ae Mk hee Nasty “Fg ae vey ne ‘ay i tie Rabi nae tt 
eae, see eee 
Geae AOCte se AseE AA0iad avo ey Ba iyi? oplge mn a Bs 


Sane Bln ban. opi NO 2 Baia one aie 


Y } ' . ede 
ay . 


F ‘ 
, . 

ef ‘* 

an Sao Ai 

* . 


po ited, BOGE 


eis Lope ing 


C-3 
va 


~ 4673 


xeady for August and September, 15 days would be reason- 
able then also? 

there is nov only sugust and September: in the Spring 
in fact the demand in liarch, April and iiay d ependi ng upon 
the season, that is how early the season is, there is a 
peak demand then end in some years it exceeds the Fall de= 
mena and it is custom#ry;, at least it was until the Board, 
the Conservation Board regulated production in Turner Val- 
ley, for the companies, at least for our company, to pro- 
vide itself with sufficient storage on hand so that it 
would not be at the mercy of the pipeline company or 

any other agency, we would not be at their mercy, so 

that we would be able to supply our demand during the 
peak season without depending upon the pipeline breaking 
down or some cther agency interfering. 

Take your cwn case, how many day's storage have you for 
instance at your refinery? 

BOG Crue. sur ? 

Less 

For jarude L -haye G5oc Darrels: 

Approximately how mony day ‘' storage? 

That would be seven days- 

lucto HARVIL: We have heard the approximate capacity 
of this pipeline, around 24 or 25 or 28 t ousand or some 
plese, if you will assume with me it has a capacity of 
24.000 as an easy figure, that would mean that in order 

to maictair eanazity throughout. that it would have to 


oneeatse the 12 houvs, or the 4 hours of the day, to 


3 


@eliver 24.000 barrels, it would have to operate 24 


houvs. 
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Fo deliver 24,000 barrels it would have to operate 24 
hours a day continucualy: 

With tie result that there would heve te be some cutlets 
tor iG 6t the terminal end. to keep the throughput up? 
She pilose tne would heve to provide! itself with 
sufficient stuxage tu take care of the working of tho 
Cpeeem On in ounem .ords if at the time it 'wae tvan= 
sporting 24, 000 barrels per day, which would be con= 
tinuously for 24 hours, the deliverics of necessity 
would not cover 24 hours, in fact they would be dons, 
the deliveries would be made. usually during the eight 
DP Sie een curs . 

In othor words if the intake of the terminal storage is 
£4,000 barrels a day over a period of 24 hours? 

Yes> 

And deliveries fon that storage would also take place 
pravagly during dayliehs houra? 
Yess 


‘ : Lis ; - ee 
So there has to be escme room there to accumulate what 


Hi 


Weimien? cali “night storage” or “hight throughputa® 


of the Line into the terminal wetorage? 


h 
Yes. there has to be some working storage. 


Some “vierlring storage" is what you call it? 


Yes. 
eve you soy 2iguce iamicd thet you think might be = 


Pee ienre. ON). ab line, for storage, or do you think 


") 


that the figure that is set, the 219,000 would be con- 
Well that is ir view of the operavions, last year’s cp- 
* the pipeline based at © million barrelr, 
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LR NOLAN: lS thceusand? 

A 16 thousrane, well now 16 thousand barrely, it would ap 
pear tome thas the miiiimgm amount of storage would be 
av least 30. days’ supply. 

Q MR. HARYVI: Tour suggestion is that you think 
that they might even require more storage than they 


Have, Sou say 20 days ob 15 thousand? 


A YES. 
MRe FRAWLEY: 480,000. 
Q MR. HARVIG: 480,000, that is cver double what 


they have at the moment? 

A Well that of course again depends on how the industry 
Cperates; under present conditions I believe that Lr. 
Coultis’ estimate of 3 + 80,000 barrel tanks is the 


minimum, a reasonable cue. 


Q DO. VER Barak a 1a? 

A Yese 

Q MAJOR LIPSHT?: A ressonable minimum one? 

A Yes. 

@ Yes, a reasoneble minimum, on the basis of 16,000 bar- 


rels a day the present 210,000 or 240,000 may be a better 
figure to take, woul be how many days” storage? 


A 16 into 240. 


Q With a sicraze cocacity of 240°? 
MRe NOUN: 15 days > 


It would >be 15 days. yes, just 15 days» 

Q So that even with the suggested inetreased capacity of 
the Royalite tlneline to 240,000, that would only be 
15 days’ storage? 
het ts LPighs. 


Q Do. you think that is t o much’? 
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No I do not. 

Just give me some reason why it nig ht not be too much? 
Well we h’vs heard during this Hearing that the pipe 
line can sustain breakages in the line due to panne 
atmospheric conditions and mechanical onglaiions and if 
that were to happer. in the peak season and take a few 
days to repair or some fire occurred at any of the in- 
termediate points between the South end of the field 
and Calgary, there might be a tie-up lesting six or 
Beven or possitly eight days. 

So there should bs some? 

So there should be some reserve. 

Now would that be possible, a similar remark be appl Leable | 
to this, for instance your own refinery, you might have a | 
fire or a broken tank or a leak or something? ? 

You mean so faz as our own storage is creer t 

Yes? 

Yes. 

You mean it works both ends? 

Yes. 

It is really a necessary factor you consider in order to 
give the proper pipeline service for the pipeline company 
to have a reasonable amount of storage at its terminals? 
That is correct. 

You mentioned, Mr. Plotkins, a distinction between tap- 
ping trunkline and between what? 

Between what? 

Between tapping the trunkline and taking the deliveries 
ag Suggested in your case? 


Yes. 


And possibly taking deliveries from terminal storage? 
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AO TY 2 
Yes. 
Which I will illustrate as suying possibly the 
Beit-sh American O11 Company or the Monarch Refinery 
cr any of these other companies who might want to take 
it from tertiinal storage rather then along the line 
of the trunkline? 
Yes. 
These regulations, I have forgotten the numbers, Exhibit 


"165", these are applicable only in cases where the line 
is tapped, the trunkline is tapped? 

That is my understanding. 

There would possibly be, if the occasion ever arose, it 
would be necessary to have additional regulations cover~ 
ing deliveries from terminal storage? 

Yes, I surmise it would be necessary to have a tariff 
covering those points. 

wRe HsRVIG: Ger neha ts ai. 

fake FRAWLIUY: Now ir. Plotkins was deflected from 
his general remarks on the question of storage. 

THE CHA TRAN: T did not understand that last re- 
mark, Mir. Plotkins, would you mind repeating that? 

de ZT understood Mr. Harvie's question, he asked me if 
this tariff of these proposed regulat ions---~ 

wR. HARVIE: Exhibit “Los? 

This Exhibit "163" was to govern only cugtomers of the 
pipeline where the trunkline was to be tapped in order 
to supply them. 

TH CHAIR. AN: Yes? 

And that wasn my understanding, that this was, he may 


haves 


What did you say about additional storage in that con- 


oe & “as 4 
: we =<% 
S F ~~ eee : Fi cH ! rarer ce Aly = v= . - : ; 
5 : ‘ E 
E as A -~ i Mops oa * ot S . . z re : 2 
as ‘ 5 : 5 3 5 + ‘ 2 as 2 ae es ; 7 ; x 
oe 2 a ss ‘ é 3 : 2 Ba = 
, > re i 5 2 CF “ 3 z ved ed o 3 . 
Rs = Se aa ies F : 
5 eS oe 2 . : Bd i =F ‘ : 5 ; 
= i : ita: : 5e te a \ as e iy ‘ ses 5 < ‘ 
f 3 : € a is ees = ve - : 
oa ~ *e i : a : * : ; 
: f i ee . aes : 4 mit sik aa ee =" re : : : 3 
: = ; : : a F 2 : org - 
is age : 3 : : ee Ee ; “ c 
& Pay * : . feet 5 a 6 et ae = 7 
3 - ee - + +7 : - = é a : 
; a = tom: ” * 
x ’ i ! ; = 5 t, : 
re a tena SS Ne, D ot : i Pe . i 
a : - 7 ; =e ix . ; 
= a ¢ fy c rs <3 ‘ ‘ s A 
. . te ~ 2 7 fs x 
oe ees - & 5 ; 
< : ee. 2? . = 
é : hat se aie , = ‘ ae . 
: ; 3 3 rs BS = F 
ve ; <3 "i E 
1 iz “ 
¢ as : a: . = peel > Ane ates “ ‘ 
Par) : eae : 
ing . oan) ‘ : ed =e 
F050 =D; ae - = ‘ ta on 2 : res oe ' : _ 
- oF ‘ . : daa - 2 i 
5 ts : t me a 2 = 5 et 
4 he . . ad =. Fe / 
ws? < 3 sy) Fes 4 : on 
* ’ = E a 4 ee oe : . 
rad 5 “ is a 35 - 3 : « 
Hi - : ; 1 : e : A a yp 
. : a oe. 
. ee of = 
eX sat ay, re rae i , - = 
" 2 ot e a oF Dae y - 
c at : ¥ ee ee - i : 3 
ic wie : : ees = ’ z 7 
, ‘ to ae 3 . sae a 
‘ oe ti rS 4 S57 * e 
= 5 1: 4 . G =e es : . 
; 7 : aah Peay <¢ 2 ‘ ; : : ; ; 
3 Vee ix + ; y ' “id 
vi ‘ ay : CG 2. to 4 Sic ee oe = ee : : 
S 2 : - se ‘ “14 are . me z * 
- t oo . ‘ siaa) a A i 
< > re “re < c on o ; 
sae ; et ; en a a eet 
te, = i vy noe : 
. a 9 ’ sree : a 2 : Li 
‘ ry P| : ; i 
- . é . v1 ay = a - ze 
x R re ee teat 
: . 1 x = 
ee tet an 3 2 . ‘ 
pie - : : ‘ ta 
=; ae Bindrh 5 . : 
‘ ~ oe . ~~. Seen 
Ne By ™ = ~ i 
i <4 re. Soe 4 = Ca c 
pas 1 2 7 ae . ne 
=, . z “F ; d : 4 e 
; ss es z . 
ant rn, . : ae A 
7 mt = ‘ 4 st 
- : 
1 ate ‘ : 7A ae u i : 
‘ ij : te : j = 
“ee r ‘ 
. ed i 
= 2 a5 A ra > - 
in 2 = > - Bares =< 
: Te = > t = ‘ 
mia ee ; ea ‘ iat Fi 
: re 5 “ 
4 . I E 
. : “ I Ww = : 
“3 oe z Pion. x re 
Be Leen Le “ue 
ra a oe : 
See = .- ; hed 
. . < SE . 
ri 5 Roa rar 
*< ers 7 = ae % s 
oar < 2 wi : 
5 = es 


LeLePlotkKins 


- 4678 = 

nection, that is what I meant? 

A Well then I exolained-=~ 
MRe HARVIE: My question was a different question, 
ir. Chairman. iiy question was this, that if a customer 
of the pipeline wished to take deliveries from the end 
of the pipeline or the terminal stcrage rather than along 
the route of the pipeline thore might be a necessity for 
additional regulations to cover such. 
THE CHA TRiiAN: Yes, and I thought the witness said 
something about additional storage. 
Noe 

Q THE CHAIR: AN: Where the pipeline was tapped, if 
you tap the main trunkline as has been suggested? 

A Yes. 

Q TOceor to, your refinery, would you need any more storage 


at the point c*® tapping? 


4 No. 

Q None at all? 

A No, none at ail. 

Q Just a matter of a valve there? 

A A vaive, that is correct. 
LiR. HARVIE: I think he did intimate and tha 
correetec himselfiir- Chairaan, on that. 

Q MAJOR LIPSITT: Ts not your question, from the del- 


livery of the terminals of the company, would that. not 
all be covered by Bxhibit "98"? 

MRe HARVIL: It is quite possible, a lot depends 
on, there may be situations arise which could be looked 
after by the proper governing authorities when that sit- 
azation arose. I am not suggesting that there should be 


any more sSubmiasion at the moment. 
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MAJOR LIPSHTT: On this setun of course the tanks 
at the Imperial Refinery would be,supposed +o be the 
pipelines tanks and they would be available either for 
delivery to the Imperial or delivery to the British 
Ameiroan and are both thoso covered in tho regulations, 
1 ease Moe 

MR. HARVIE: L am afraid I do not get the point, 
Mr. Commissioner. 

MAJOR LIPSHTP: Well on the present setup, the 
tanks at Calgary will be the property of the pipeline 


company anc now of the Inpevial. 


MR. HARVIE: Yes, cither by cwnership or under 
lease. 

MAJOR LIPSETT: Ry rental. 

MRe HARVIG: Yess 

MAJOR LIPSETT: Them the @olivery from those tanka~ 


would be either to the Imperial or the British American 


under exactly the same »ais? 


MR. HARVEE: Oh yes. 
MAJOR LIPSET?: And would they rot be covered by the 


proposed regulations set out in Exhibit "98"? 

WRe HARVIG: IL am not familiar enough with the 
actual meshanics, but I do know this, Mr. Commissioner, 
that the British Americar O11 Company are considering 
making arranzenents to take its erudite from the terminal 
storac: or the pipeline, from the ptpeline company to 
its own plant. I unteratand no Cefinite arrangements 
have been made but = just morely raised that question 
so that it would be clear that from time to time new 
situations might arise which would have to be dealt 


-with. it would be ‘zpossible to have them all covered 
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at the present time. 

MAJOR LIPSETT; Their crude would not go through 
the present terminal tanks. 

MRe HARVIL: I do not know. iiy impression is 
otherwise, that it will but I would not say. 

WRe PRAW LEY: Now tir. Plotkins. if you complete 
the arrangenent which you contemplate, you will tap 

the line at 2 pcint opposite your refinery and the 

erue oil will run by special line into your company's 
tanks? 

That is “corres: . 

So far as you are concerned, therefore, there would be 
no need for the Royalite Oil Ccmpany to rent storage in 
the Imperial Oil yard? 

Oh VyeSse 

Why ? 

Because at times I am not wanting to take all the produ- 
uction that I have contracted for as fast as it is prvo- 
duced and I wovld have to allow it to accumulate in the 
vineline systen and re able to call on it when conditions 
arise that I can use it. 

Now if I might say, that is not regarding the Royalite's 
pipeline as a garrie of crude oil at all? 

Well it if part of their function. We have used it so 
far, I have used it in that light. 

Now I want to go back to that, as I see it you have two 
separate functions of a pipeline. the ideal pipeline 
company in your mind? 

Yeso 

One tc transport and the other to stcre? 
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Q I was picturitcs to myself that you would offer this 
company oil tc. carry, oil which you buy in Turner 
Valley, and they would simply be Carriers of your 
oll anc. you would not offer thea any oil unless you 
wore ready to receive it in your tanks at the Calgary 
end? 

A Oh thut 1s not the position in practice because in 
practice the well is allowed by the Conservation Board 
a duily quote. 

Q Yes? 

A And if we do nt produce that well in accordance with 
whe orders of th. Conservation Bcard we stand a chance 
tc lose scme of that production because we cannot make 
it accumulate. 

Q Quite so- 

La how then in order te preduce regularly and not consume 
“~_accept regularly there must te some elasticity in 
between and that is where the storage facilities of 
the pipeline eccmes in. 

Q I had in mind--= 

TH CHATR LN: You say a proper pipeline, as I 

understand it. must perform two functions, one thy 


trensporting of oil and the other to store it at its 


Mk. FRAWLEY: Yes. You know Of course, lir. 


has presently. been operating, the 


eae 


PLetkine, as i 


Royalite O31 Compan: never owned for itself a barrel 
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That instantaneously, so far asa the Imperial, so far as 
its major operation is concerned, it instantaneously 
becomes the property of the Imperial Oil as soon as it 
moves from the ficld storage into the gathering line? 
That is what lL understand. 

That is what hes been sworn here? 

Yes. 

And the British £smerican Oil Company, it is their oil at 
all tines? 

Yes. 

nd in yyour case it. is yceur oil? 

Not at all times, we purchase also from the Royalite. 
Yoy purchase from the Royalite? 

Yes. 

Now we went over all that. you really purchased from the 
Imperial? 

Well ET do not know, our bills are from the Royalite. and 
we pay to the Koyalite. 

Lf you will accept, we cannot have it both ways, if you 
accept the proposition that it is the Imperial's oil, 
as soon as it moves into the gathering system then you 
must have bought--- 

From the Imperial Oil.. 

From the Imperial 0i1? 

That is right. 

Having that in mind, that the Royalite 0il Company does 
not own any oil, what you are submitting to the Com- 
mission would constitute a new arrangenemt,. would it 


nOCT 


No, because they have been in the habit and in the past 
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days, last year at lemst, so far as I am concerned, 
they have not only Peahenc ied oils but they heve at 
times stored oil because they did not deliver it as 
fast as I delivered it to them so they aust have 
stored it in the meant ime. 

Q That was the Imperial? 

Oh yes, that is correct, yes, it was the Imperial. 

“@ [Tam trying to sort this out in my mind and I suggest 
to you again, what you ure now suggesting is that the 
Royalite Oil Company would embark upon a new method cf 
operation from what it has been operating in the paat? 

aA That is correct, I overlooked the fact that it is the 
Imperial we were paying storage to or handling the 
Storage. 

Q Yes, so we have the koyalite Oil Gompany now, whet oil 

' would they store, I find it a little difficult to fol- 

Low, what oil would they store because it is-true, 
let us take your own case then? 
Yes. 
Your own case? 
Yes. 
You buy the oil from the Sunburst Oil Company? 
Yes. 
Deliver it to the Royalite Oil Company to carry for you? 
Yes. i . 
Ordinarily speaking, take tert opbration first? 


Yes. 


And sc long as the oil is going from the Sunburst field 


Sta ek 6 ok om “bis ot 


storage through the pipeline and into your refinery 


storage at Calgary, there would be no need for any, Lox 


the Royalite Oil Company having any storage? 
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3 Yes, but I cannot carry on-«< 
That is the next step now, Mr. Plotkins? 

No, if that was ideal, and we were taking it as fast 
as it was produced, yes, there would be no need» 

Q And whenever you had it, there might be a period of 
two or three days when it was running right from the 
field storage to the pipeline into your tanks? 

A There might be a period of two or three daya what? 

Q When that would be the operation, from the Sunburst 
storage througb the pipeline and into your tanks at 
Calgary? ms Paomtag j 

A Yes, it might take two or three days eb them to 
aGcliver that sume-oil but in actual pructice they do 
not dcliver that samc oil, when hey take the oil at 
9 o'clock it becomes available to me in the pipeline 
at 10 o'clock. 

Q From the Imperial's storage? 

Yeas’ 
Q From the Imperial*s own storage or the storage which 


the Royalite rents from them? 


A That is correct. 

Q Mr. iioore tcld us how he moved the oil to your plant, 
didn't he? 

d Yes. 

a T am trying tc find cut under what circumstances and 


how often, I am nct quarrellirg with your proposition, 

as the Chairman put it you think it is the normal 
function of a ee to do two things, to transport and 
to store? 


A Tia t is correct. 


Qa But take this company a8 we have it, I want to see how 
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it would work out. 

THE CHAIRMAN; Is it not right toadd there, to 
make it clearer if I may, that you would anticipate, 
having regard to the further storage given and every 
other cost involved, that out of the storing enough 
money would be made to pay for the storage? 

That is correct. 

Mre FRAWLEY: That is the proposition you put 
this morning? 

Os 

TH CHA Iisdl: whether it is 30 days or 15 days or 
fies | 
Yes. 

You would contanplate the stcring done would be paid for 
by those who asked for it to be done? 

That is correct. 

idRe HARVLE: In the pipeline rate, not by a 
special schedule, that is part of the further storage 
charge. 

THi CHA IkiA N: Let us hear what the witness has to 
say about that, I did not have that impression but 
after all we do want to know what he does think and not 
what any of us think he thinks, tell us? 

I am not qualified to say how it is done, I mean how 
the Interstate Commerce Commission or other bodies in 
the United States do it but I would think in my own 
mind, in the line of my own experience in dealing with 
these matters that the storage and delivery facilities, 
that is the storage facilities rather, would be stana- 
ing on their own feet and not, and I would base ay 


calculations as to whether I should charge the frce 


M4 ner ray 
bs sate ra ’ ey i roi 


r iy ‘ 
He epee: 
St) Vath 


4 ana 
- nie Ara) 4 ae : Sag 
Aa Te 


ip 
iM, 
ee abit bee 
hae apes Te 


aA i TE 
her a 


oi : 

alee bi al ies 
ey ee 

a ak as, 


Nis 6 es , 
f » en ewe 


) 


mn y a 
*y en Oo ; 4 Fea 


ninth seknbiio Tetoog it 


vy Watrh at 


’ ro Wi 


’ +8 at ails 


- x es ain eth at 


b hc if 


vids f wae. My et wt * sai en shi ae. ae 


bY fal 4) Seating) id s 
be pedal en 


we tae asi. ae 


ap 


; nt 


at: 
< Sine ee ; 


Leger Loti ns 


- 4086 = 


storage into the rate or whether E should not, on the 
computation that ZI would be able to make by past ex- 
perience as to how fuch storage is likely in this year 
and in the future, to accumulate, in other words we 

know the consumption, we know it month by month, we 

also know that the refineries must operate somewhat un- 
iformly and as a result of our practical way of doing 
business and refining and distributing, we have a table 
and a curve which will show us approximately, pretty 
close, the amount of storage necessary from time to 
time, from month to month, to carry on the business of 
distributing and refining and marketing petroleum pro- 
ducts.» Now that is the mechanism insofar as an oil 
operating company trying to gauge what storage is neces- 
sary, in fact we are faced with the same problem in our 
own business, that is we must calculate how much storage 
we are gxing to need to carry on our refining business. 
Now the pipeline is faced with the same problem, they 
must calculate the amount of storage, given a certain 
throughput and given experience, based on what its past 
experience has been, what is a reasonable amount of 
storage and how much of that storage should be availatle; 
j.1 other words, how much the companies will avail then- 
selves of that storage and on that basis a figure Ga. Ye 
detezrmined; whether it will be correct to charge part of 
iG “ne the vate or’ all of ib' into the Storage end 1 do 
not know. 

Well now Mir. Plotkins, insofar as you are Charging it 

in the rate. then the people who do not avail themselves 
in any way of the storage facilities arc paying for some- 


Ghing they do not get? 
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A Well it is not conceivable to me that there will be 
a Single customer that will not avail himself of LG 
especially for some days. 

re) You know the situation before the lst of May, 1938, 
when the Royalite Oil Company decided to pay this 
$35,000 a year? 


A Do I know the situation? 

Q Yes? 

A In what respect? 

@ well they had no storage, they were not paying this 
rental to the Imperial O11 before the lst of May, 1938? 

A That does not mean they did not use the facilities. 

Q That who did not use the facilities? 

A The pipeline company. 

Q The noya lite? 

A Yes, if they had more customers than one, they must have 
used it. 

G I aa coming to the point, it is only insofar as they 
have customers outside of the Imperial Oil that this 
question cf storage arises? 

A That is correct. 

a) so that prior to the lst of May, 1928, when they had 
chiefly just one customer, the Imporial. 
ike NOLAN: Ghiefly one, they either had one, 
twe or three, you do not have "chiefly one". 

2 whe FRAWLEY: well on the Lst of ay, 1958, they 
were carrying for the B. 4., that is right, they were 
carrying for the Bo. A» and for you as a matter of fact? 

A Yes. 


2 On the first of Hay, 1938? 


A Yes. 
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Prior to the time they carried either for the B. a. 

or the Lion Company, they carried large quantities 

EOL cue Lmperiad:.01 19 

I presume they carried for them, for themselves. 

For the Imperial, not for themselves? 

Well Tor ine Imperial O11, all right. 

And there was no uestion of storage arose at all? 
Under those conditions it would not be. 

There would not be? 

No. 

And there would not be, of course we have had this 
before, but I want to be quite clear, that it is only 
because of the fact that they had customers other than 
the Imperial, that this question of storage arose? 

That is correct. 

Now I think and I put it to you what my idea was, I 
would have thought if you had a direct connection to 
your plant that you were not very much concerned with 
storage at the end of the terminal, when your oil, 
regarding this Royalite Oil Company as your carrier? 
Yeso 

When your cut-off is some distance short of the terminal, 
your oil really never gets to the terminal, does it? 
No, that is correct. 

As carried oil, that is transported oil, if I might call 
it that, it nevers gets to the terminal? 

That is right. 

It is diverted and sent to your tanks? 

Yes. 

And I would have thought the question of storage as far 


as you are concerned would not have arisen but, will 
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you tell me again just precisely in your case, sup- 
posing we had the Imperial and you, and I will deal 
with the Be A. in a moment? 

A Yes. 

Q Why in your case you feel that you want storage 
facilities in the terminal from the Royalite Oil 
Company, how you pay for it is another quest ion? 

A Well for one reason, insurance. 


a) Insurance? 


(Go to number 46090) 
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Plotkins. ; 
well, if the pipeline happens to break down or something 
else happened that the Royalite pipeline could not 
deliver the oi). 
Yes? 
And I only have seven days' storage. 
Yes? 
I would be Willing at all times to pay for the insurance 
that would be provided me at the terminal storage so 
that the pipeline could deliver to me irrespective of 
wheter 4 —went fron their tanks or not. 
Then you are just buying crude oil? 
OO pececerniily. That bs my oil; they just eive me 


No}, 


Cron. etemeay possibly clear up that coint. \iiwant to 
SV wiitowmtae 2 practice: oF pipeline. companies. 49 
iontana and in this case the Royalite was good enough 

tS at least give me that much consession, that is, they 
gave us a debit or a credit. In other words, they make 

a clear:nee at the end of each month so that the oil 

did not have actually to be in Calgary. I cowidyea Paw on 
their storage even before I delivered any of it. 

ir. Plotkins, you never got any oil from anybody except 
Due LUpeEPlad “i.17 

Well, to my mind at the present time there is absolutely. 
DOLL Perenes., 

IT can see the distinction, we sre trying awfully hard 
to keep the operations of the pipeline consany ber ore 
our minds. You have got them confused, haven't you? 
No, I always dealt with or. »cLeod. I did not deal 


with anvbody else. I oznnot conceive any difference 


when I deal with ifr. McLeod on one phase or the other. 
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But you really were daaling with the Imverial? 

Yes. 4 mean according to the evidence that was vroduced 
here actually I find now I was not dealing with the 
Royalite even if the invoices and tne documents show 
otherwise. 

THE CHalRilaN : I suppose your cheque went 
to the Royalite, did it? 

Yes, my cheque went to the Royalite and everything was.... 
There was some connection with the Royalite all right? 

£ have produced bills for you, Mr. Frawley, to show that. 
MR. FRAWLEY: Yes, I know. 

THE CHAILRiiAN : There is no confusion. Really, 
they are two separate legal entities? 

Yes. 

LR. FRAWLEY: 1G 16 “ine imperial Ubi we are 
dealing with. Get that in your mind, then these ideas 
\ef whet you call insurance is just a problem of gding 
lk wreyiMperaal Vid and buying oily 

That is correct now, but will it be under the new 
corditions? 

Now, that is why I said five minutes ago the subiissions 
you make to the Commission contemolate an entirely new 
set-up? 

That is correct. 

You have the Imperial buying the oil and handing the oil 
out and you buying it later? 

No, I did not say anything about buying OFD « 

MR. NOLAN: That is not putting it 
accurately, What the witness has said. He has said the 


Imperial Oil owns the oil instantaneously. 
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HR. FRO Gay: How, Mr. Plotkins, in what 


é 


you are now submitting to the Commission is a state 

of affairs which would give you some insurance you are 
ontemolasing the only commany with which «ou have a 

privity, namely, the Royalite Company, under these 

conditions that jare being set down for you? 

a Yes. 

Q, That you now contemplate the Royalite 011 Company holding 
Oil in storage and that you could go to them and buy 
tietoi, if there is a break in the line or something? 

A Not buy the-~oll. 

Well, what then if not buy the oil? 

A Well, I do not know how else to express it. TP Vane 
Royalite Oil Company mansgement are aware of the fact 
I have production uncer contract in Turner Valley to the 
exten o21 °A Darrels and that délivery was mode over thirty 
GTS sercady and fo storage and all “at oOnee tieir Line 
Moet], Wheyisulll continue to take the A barrels trom 
tie Wells “Iney eccitmulate the o11 in theim Intermediate 


Storage “in lurner- Valley. 


Q 


Yes, in their storage in Turner Valley* 

La. and would it not be reasonable for me to ask and far 
them to grant the privilege of pumping me some oil from 
their términal. knowing that they have oil at the other 
end? 

Q dust @ minute. We heave their terminal storage now. 
They have aprarently thought it Was necessary, and there 

has been some svidence here that at least is the proper 


function, so hold some storage in the other end? 


MR. WOLAN: You are confusing that. That 
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that end. 
in Calgary? 
Yes. 

Buy im Ghe Vek le 
Stations they have field 
Yes. 

That is Where they colle 
Tes. 

They could not operate Ww 
they? 

Not very well. 


Vsti yi tt 1s to vou. i 
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a 


No, field storage, well, at 


at the various 


et from the gathering system? 


ithout storage down there, 


a 


i is break in the line 


vhere 


There is only one termiral properly so-called 


sumping 


could 


and you say that they have accumulated some oil for you? 
(ote ov ie won, yes’, in the Valley, you mean? 

Pes cis ve Ves be. ED Wiens be OU) te) proper Tori vour aE. 
look to the storage in the Valley with a view to cetti ng 
Some Of your O11 bud why look to the terminal storage 

at the Calgary enc? 

Because if they consider me a customer cavable of givinse 
Chem some revenue. 

Yes? 

They are going to grant me some consideration to seep me 


as a custome 


Bre, baecy mot actually, 
OG we age SO Som or 
terminal svorage and, as 


and off-setting it again 


vou 10 Turner Valley’? 


be 


re they not really just simply 
MEAT Gua 2a Ue a tea 
you say, making an adjustment 


st what they -re holding Tor 


ney are never shi 


times when for ten davs or fifteen days 
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a barrel into Calgary and still I would have it available 
here. 

Your oil would not get through? 

They do not deliver me the identical oil. They do not 
undertake to. 

Hieviere mr Cerrmien. Tt pub at to you thay the! ras way 
cOnpanies, they mave a contract to carry your “011? 

Ness 

Pw wmeuwour oll st the Calgary end? 

THE CHALDRBAN : But with a difference in the 
PASC yor coerridage, We have here, they could not sossibly 
Celiver ioe ldentital sil to you? 

LGR. FRAWLSAY: There, iS. no Question’ apour 
that. You accept what they call pipeline run? 

Il accept whatever oil they give me if it is of a light 
quality. 

There is m difference between us there. But I am 
suggesting to you there is a considerable difference 
delivering to you out of their terminal storage. I am 
Thinking jet of your operation mor? 

Yes. 

And that no part is the oil which they undertake: to 
CBonoportetor yous (Lledo not mean the identical cil ows 
Well, how do you know there sis |As pare iofwi gals esac 

of the oil that they have bought. 

because the contract they enter into with you is tc 
trensport from the Sunburst well into your tanks at 
Calgary? 

The difficulty, Mir. Frawley, is this, that you do not 
quite picture iy We do. nop deliver 21k daymy dayun 


the Valley. We deliver only at certain periocs. 4n other 
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words, we accumulate oil in the storage at the well. 
That accumulation becomes a credit to our company when 
it is pumped into their lines and against that credit 


we draw on the system and it does not concern us where 


_ they get": or now. 


It seems to me it comes back to this confusion - I do 
not blame you for it ~ but it has been a complete mix-up 
between the Imperial and the Royalite as far as that oil 
is concerned. 

MR. NCLAN: As far as you are concerned. 
WOone Of Us are mixed up. 

MR. BRAALGY: AS’ far as you are ecncernica, 
there has been a complete mingling of the two companies 
inv we Tandting of that o11? 

As far as I am concerned there has been a condition set 
up where we have a legal fiction between the tank here 
and the pipeline there. I% means nothing because we 
are dealing With and paying to the Royalite. in other 
words, our dealings are entirely with the Royalite. 

You have had oi1 delivered to you in excess of or 
without any regard to the deliveries which your company 
made in Turner Valley? 

That is correct at times. 

I put it to you, whenever you had deliveries made ‘to yov 
of that kind it was not your pipeline canpany at all but 
the Imperial 0i1? 

Yes, that 1s correct. 

Wow, suopose this company, in the light of what you have 
said, had sufficient storage in the Turner Valley end, * 


what need would there be of any terminal storage ~t the 


Calgary ena? 
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.t the present time there is 2 great need as far as our 
operations are concerned. 

why? 

in the #inter time because we only operate intermittentl-, 
in order ta choose our time and cut the expense. In 
other words, we operate when the weather is favourable, 
we are coming to what youregard as the other contention 
that the pipeline company should store oil? 

Yes. 

And in your view of what the pipeline company should do, 
should not they be paid for what use and when you use it’ 
Yes. 

And that has nothing at all to do with the 15 cents or 
10 cents or 16 cents rate that may be arrived at as ths 
Broper price wor carrying oil from Turner, Valiey to 
Calgary? 


Well, in my opinion it has. 


' dhy? 


Because the pipeline is in the position, it is impossible 
for the pipeline to deliver the oil 18 it gathers it. 

In other words, the operation is not instantaneous and 

as a result they must have some me:ins of handling the 

oil from the time that they gather it till the time the 
purchaser or the receiver isready to receive it. 


iiR. COMMISSIONER LIPSETT: The condition would be aflec: 


somewhat, iir. Plotkins, would it not, by the conditions 


that are imposed on you under Exhibit "165", clauses 

1 and 2? 

They would be affected, not only somewhat, but we woul” 
then just disregard the question of storage. We would 


forget about asking them to store any of it. 
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Here is, as I see the picture, I may be wrong, you have 
to take 150,000 barrels a year, which is approximately 
900 barrels a day? 

Yes. 

and when you come to clause 2 you have to take 3,00 
barrels 2t a time? 

O, 000 Darrels at a time. 

That means six days’ supply of the well? 

Yes: 

Nave, OOO) Darrels has to be stored from one day to six 
days somewhere or other? 

12'S 5 

4nd some of that storage takes place, you say, down in 
Turner Valley? 

Weld) vl) dowmot know. “Soiie in Turner Valley. It is 
reasonable to assume on its way to Calgary it would have 
to be accumulated some place in Turner Valley. 

And in order to expect you to take 5,000 barrels at a 
time, under clause 2 of this contract, you have to have 
practically a six days’ supply stored somewhere? 

On our own property you mean, sir? 

No? 

Ch, ves, somewhere clse in the system, that is correct. 
In the system somewhere? 

Yeu 

Would that involve in itself then storage tanks for the 
pipeline at Calgary or somewhere? 

Certainly, it wold in our case. The well under the 
present Boar regulation only provides 102 barrels and 
3,000 barrels represents an accumulation of thirty days!’ 


production. So the pipeline would have t0o...+... 
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3,000 barrels, you mean, representing six days' pro- 
duction? 

No, 100 barrels a day, thirty days' production. 

This clause 1 says you must take 150,000 barrels a year. 
That is practically four or five hundred barrels a day, 
igale how? 

Yes. But at the present time our company is only 
contracted with one well and that well produces roughly 
100 barreis. 

Yes? 

NOW, sy 2eorderitOCget the other 400/T can see tno. ther 
Oreace GCxcevtinmevthe Imperial Oil at thecpresent time for 
testo surechase that other 400. 

inotner/ Words)’ ysur storage may be necessitated for any 
Pernodseroucour (Lo five days to thirtysdays? 

Thatei Ss! correct: 

MR. COMMISSIONER LIPSETT: Have you looked at that 
clause, “ir. Frawley? If the clauses are accented it 
does seem tO indicate some storage must be provided by 
the Royalite Company. You heve to take a minimum of 
3,000 barrels at a time and you have to take a minimum 
of around 400 barrels a day, and at lezst 150,000 
barrels a year. He has got to store the oil somewhere 
in order to get enough for the 3,000 for delivery at one 
time, if that condition is reasonable. 

MR. FRAWLEY: He has to be able to handle, 
to take into his refinery 3,000 barrels ina day. 
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that would be a seven days! sup-ly he would have to take 


ibe oneqda y. In slack neriocs he would take a lot less 


than that average? 
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Yes. 

Which would presumably mean that somebody has to store 

Lar For "vou? 

That is correct, Sir. 

MR. FRAWLEY: OF course, what I put to you, 

Mrs Plotkins, is that when you think of the Royalite 

aS a4 pipeline company, to that extent that you are 
regarding them as a storage comyany? 

Tes. “Kher bask them to keep o11 for a’ definite tariff | 
Dereod ‘expect them to make me pay for it. | 
tao we qurce true, and:make you pay for 1%? | 
Certninly. I donot find any quarrel with that. 

ieee Out pe Outside of the rete for carrying the oll up 
to Calgary? 

[het port of it is, yes. 

I do not think itr. Coultis, when he was going over these 
conditions, anticipated anything else, but that you would 
see Go it that you had sufficient storage to handle this 
contract? 

I do not think so. Nr. Coultis is quite aware of the 
conditions in the industry and he knows that I would call 
upon his pipeline for storage at v:rious times of the year. 
That you would have to call upon them. You never 2of 
any from him. Any you got was from the imperiakuagan 
Vert err thet 16 correct. 1 am sorry. 

Vee COMMISS1OM GR LIPGETT: So far as storage 2s necessary 
and it is »srovided free, that is this fifteen days' 

period that you suggest, or seven days that the Royalite 
suggests, so far as that storage is provided free 
would it not have to be included in the rate? 


It would if the demurrage charge was not sufficient to 
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cover the total ost of providing that storage and a 
prota, to. the, carricr, 

Would it be fair to make the man who pays the demurrage 
charge pay for the free storage. Supposing this was 
possible, Mr. Plotkins, that you had fifteen days free 
storage? 

Yes. 

And that some competitor had to get sixteen days' 
storage? 

olxteen days .? 

An extra day's storage? 

Yes. 

Would you make that extra day pay all the costs of the 
storage tanks? 

Doc were ai On the average, the industry ss a. whole 
and even our own refinery would benefit sufficiently 
that it Would average uD. 

You mean everybody would be under demurrage for part of 
the time? 

Yes. 

More or less equally? 

Yes, in proportion to their throughput? 

Yes, I undersvana. 

MR. FRAWLEY: Just one other question. 

Mr. Harvie put it to you that the British american 011 
Company would probanly desire to take their requirements 
for their new refinery not by tapping the line at a 
Poine sort, of the, terminal as you would like to do 
put from whct hse calls the terminal storage? 

Yes. 


He put it to you that was the thing? 
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ne Se 

ft presume that the British American O41 Company are going 
to have plenty of storare in their refinery yard? 
oO hem I would not, think thot, the Brisish 
american Oil Company would duplicate tne storage if 


it were awoileble at the terminal. 


‘Steet 


That is true. Now, then, when they use this 
terminal storage I presume, just what is your view about 
that, that they should pay for it? 

Yes, the same as I am prepared to pay. 

and that also is outside the pipeline rate that we have 
been talking about? 

It.is, to the extent of extra storage, yes. 

That clears that up somewhat. 

MR. HaRVIE: May I ask a question in 
Orreeer.On.Wa th, axhibit. "197". it is,entitled’) “Sameie 
Srueborece aecount issued to the Lion O1ll Producing 
Company for the Sunburst District, In account with the 
tLiipois.vipe, bine"? 

Yes. 

From that, Mp. Flotkins, £ would read that on the first 
of March, 1938, you were billed by the Illinois ripe 
Line Company with a charge amounting to $9.65, "To storage 
eharses on crude oil in I. eae Cae and there is 
something torn out here - "Tankage from February 6th 

+9 28th inclusive, 1938." . You are familiar wkth this 
document? 

Yes: 

Let me have it clear. Under the practice of the Illinois 
Pipe Line in connection with rendering accoynts nh ese 


storage at a cent anda half a month, is there any charge 
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in such an account against you for the first thirty days' 
storage in their tanks? 

No, the charge begins on the 3lst day. 

So whatever rate you were paying for pipe-age to that 
company included freerstorage of thirty days? 

Yes. 

Inui the Royalite set-up you ‘are suggesting, in your opinion 
the free storage reriod might be reduced to fifteen days, 
having considered the factors you kmw of? 

Yes; Sin. 
And that .is the only suggestion? 

That is the only one under the present conditions I can 
advance. 

Mere As another question with regard to the point raised 
by lr. Frawley and by Mr. Commissioner. You stated 
that you only had one contract and that was with the 
Sunburst well? 

Vos. 

Which Was producing, or only allowed to produce at the 
rate of 100 barrels a day? 

Yes. 

When your averege requirements are something in excess of 
400. am 500, that is correct? 

Past 1s corres, 

So thet there is a shortage, an apparent shortage of 
eboury 400 barrels? 

Yes, sir. 

4m I right in suggesting that under the working of the 
Conservation Act, in charge of the Conservation Board, 


that that is, any shortage is made up through what we 


have been calling in this Hearing, the nominations? 
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Yes. that is my understanding of how it is done. 
You do not really know what oil you do get? 

No. 

You pay Sunburst for the 100 barrels and you pay the 
Royalite for the other 400°? 

that 16 correct, 

Buy youare entitled to get your total o00 barrels under 
the present workings? 

Vea thay ie sieht . 

It is understood it is 500 barrels a day that you are 
looking toa.the pipeline to.deliver to you, regardless of 
your contract. or anything else? 

No, because 1 have to make some arrangement same place 
$9) Pet the extra’ 400. 

angie sellor vor have found is either the Royalite or 
the Imperial? 

Tee. Up vo Lhe present time. 

MR. FRAWLiY: The seller is the Imperial O12 
or the British American? 

well, in my case it is the Imperial Okl. 

So that to the extent of that 400 barrels over your 
Sunburst production you are buying crude oil from the 
Imperial? 

Yes. 

And pay the posted field price plus the carrying charge 
to Calgary and whatever handling charge there is there? 
Yes. 

Just like anybody else in Saskatchewan, the iionarch or 
anybody? 

Yes. 
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producing 600 barrels per day? 

That changes the situation again. 

You would still only be allowed, if your nomination was 
000 barrels, you would still get your 500 and somehow 
or other the other 100 barrels would be disposed of? 
LOG nOv eee that. 

Supposing you had the Sunburst under contract? 

Lee. 

and the allowable wes 600 b»rrels? 

Les. 

and that your requirements cre, as now estimated, 500 
barrels? 


Yes. 


What would hapnen in connection with the other 100 barrels? 


It already hanpened last year. at the early part of the 
year the Sunburst Well produced quite a bit more than 
what we could use. 

But I am talking sime pro-ration has come in? 

Yes, Since pro-ration. and as a result we had to make 
some arrangement to dispose of that crude, and in order 
to dispose of it we had to make an arrangement with the 
Royalite or the Imperial Oil to accumulate it and load 
it for us and if, under this present proposed set-up 

of the pipeline the same situation arose I would expect 
the nipeline company to accumulate that oil for me ane 
ley ue =-- and deliver i+ in tink cars to my ‘customers 
on our orders. So tht again we would need storage 
Lactlities. 

AR. FRAWLEY: “hich you are willing to nay 
for quite apart from any pipeline rate? 


Yes. 


Now, you told Mr. Harvie that when the refinery is running - 
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at lesst’ when the pipeline is running to capacity that 
then they certainly need some storage. when they are 
running To ° capacity, twenty-four hours each day. Do 
you recell that? 

A Rea eal dono think they mweed.......of course, it is 2 


CHerL TOM Of Cepres.  Sirdo not. iow Whether ‘they 36 ec 


any more storage at that time or any less. 


> 


You and Mr. Harvie seem to be agreeing about the need 


q 
for storage when the pipeline was running to capacity? 

A Yes. 

Q I presume the pipeline used to run to capacity before 
Bae. tars tie t, May 7. LIS37 

iA L-em NOU LMA HOSE Von To say. 

6) bhenr ihe, Royadite started to pay rental for storage to 
the inverinl? 

a Mee nnoweay ned Go “ot know. 

Ge, i Sresume hey Used to run to capacity before they had 
any customers except the Imperial 0i1? 

A I do not know, 

&), And they just had to worry about it? 

t did not coOncerm me and I am not in @ position to say. 

G MR. COMMISSIOVER LIPSHTLE : When you only had 100 barrels 
per day that you got from the Sunburst well and you 
required substantially larger quantities of oil you 
went to the Royalite or the Imperial? 

fs BG archer 

Q Had you any particular difficulty in making an arrange- 
ment With them or did they offer to give you a supply 
when. you needed, it? 

A Welly SiR\ vis onderpt2, cet oil from. the Turner Valley 
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of sour company, and an actusl posting of a price in the 
Kevin-Sunburst field considerably lower than the regular 
DOSued fieiGroruces With the result... < 

dhat do you mean by considerably lower? 

Well, at that time the Kevin-~Sunburst field had a 

pated pride of $1.20 or $1.10, I am not sure. it was 
over. a dollar. we were not in a position to economically 
iP orierudejsirothe Kevilt=Stinburset field tats cur res 
finery at Caleary, refine it and compete with Turner 
Valtey, et tht Gime: *here wes no other means’ to obtain 
burner Valley crude except throu;h the Royalite or the 
Imperial. when I approached ii. iicLeod about getting 
same oil he-nicely told me there was not any available. 
Nei new ahaawto do the bestyI) could) in) order: to force 
4&4 Situation or to bring about a condition whereby the 
Imperial was willing to sell us crude. Being our 
requirements were sufficiently large to nost a price in 
the ievin-Sunburst, we immediately notified the tine Line 
companies in the Kevin-Sunburst field th:it we were 
posting a price of 75 cents for our requirements. ind 
the manager of the Tipe Line Company, of the Internetional 
Refinery or the International «ipe Line, asked me to 
delayofor.twenty+four hours our sosting, and in the 
meantime Warctiations tooks:L:cey between the vlarge 
eomeanies operating in that field and in Turner Velley 


and as a result we were given whatever crude we recded 


at the nosted field rrice. 


How could you get crude oil in Montana at 75 cents LT 
the vosted orice was higher. It would not seen fo 
attract the producers to give you oil? 


in a tréeemirket, sir, any refinery that is willing to 
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contract or buy oil in quantities can find sellers and 
in the Kevin-Sunburst field at that time and still to-day 
the ripe Line Companies, the purchasing companies I 
should put it, impose a condition on the seller of 

crude to them, the same practically as is imposed in 
Turner Valley and that is this, that if the International 
or any other purchaser is to buy a particular pro- 
ducer's production they pro-rate him to whatever figure 
they see fit and they say "We will not buy any if you 
produce more than what we will buy from you." In 

other, words, the effect of thrit is that while a man may 
DeriCe rie sor aeélivering 1,000 barrels a day ,; the 
DUyinae ectivany will say to him "We will only.take 50 


Dare vs per neayworel00 barrels, and you cannot sell any 


more to anybody else. You must. leave that o1lim 


the gpound until we are ready to take it." Lt 
habdpened at that time and it is still the condition 
to-day that a number of producers had no connection. 

In other words, the pipelines or the purchasers were 
not buying uniformly from everybody and there was a 
condition peculiar to the kevin-Sunburst. Some 
cOmpanies pro-rated 50% and some companies pro-rated 
40% and some companies pro-rated to 20% and there were 
still wells available to a purchaser. So I went down 
there and just notified these producers that I was 


ready to buy 400 barrels a day at 75 cents. 
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WLITNSS : Now, there is a matter of cost 
of production enters into that. If the producer had a 
capacity of producing 500 barrels a day and he is held 
down to 50, his coSt may be in excess of what he 
receives for it, if I come along and say I will take 
000 barrels, then he can produce at a profit and that is 
why some would accept 75 cents as against a pasted field 
price of 51.00 or $1.10, now that is the conditions 
under which we were able to get Turner Valley crude from 
the Royalite or the Imperial. 
MR. NOLAN : iwouldrbike: to Tix the pane 
Sfythis because it 1s important. 
WAJOR LIPSSTL: from that time when that was 
Pemolcd Wita the Imperial and the Royali te, since then, 
Whatever time thst was? 
Yes. 
Have you been able to get any extra oil you wanted? 
Yes, there has been no trouble except on certain conditions. 
uxece pt on what? 
Exeept, the Royalite or the Imperial imposed conditions 
and they were, that we would not job, that is, that we 
would not re-sell crude. | 
But for your own refinery you got all the supplies you 
Wanted once the deal was made? 
That. LS COrTe- Ct. 
Now, lr. Nolan wants to ask what period that was when 
those negotiations took place? 
Theat I would have toO....... 
MR. NOLAN: tir: Miotihe sy gi we. Saini, 
was it before the Conservation Board? 


Oh, yes, yes, quite before the Conservation Board. 
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I mean that has changed that situation? 

Yes, that situation has changed. 

MAJOR LIPSiTT: Since the Conservation Board 
came into existence you have been able to get for your 

own refinery through the Imperial or the Royalite, 
whatever you were not able to get from this Sunburst well? 
That is correct. 

MR. FRAWLEY: Well, why, supnosing the 
Sunburst well was producing more or you got another we 11 
that just came into production, two or three'times that 
Which you needed for your own refinery? 
Yes, 

Po Onourtdemeed t,o sell it to somebody, job it? 

Yes, 

fhe Imperial does not care about that? 
Noe eee wel. under contract, but I have had vroaupie 
getting them. 

mupposing the Sunburst, you have it? 
Yes. 

Supposing it were producing 100 barrels more than you need 
each day? 
Yes. , 
And you are under contract to take it off their hands? 
That is the trouble with the pipeline, the pipeline comes 
in to that, the condition that has been imposed on me 

has effectively prevented me from jobbing even that excess 
from the Sunburst because if I am to pay 15 cents plus 

6 cents plus Yoading , I amat a disadvantage to re- 

$ 11 the 9il and at a disadventage in turn in contracting 
Sil in the: Valley. 


Yes, you ge+ rid of this 6 cents loading charge and you 
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have the pipeline direct to your own refinery? 

Yes, then I am in as favourable a position as anybody 
else. 

The Imperial does not care what you do with the oil? 
You do not know whether they care or not. 

They do not impose that, you spoke of imposing a 
condition? 

Well, you see, we are dealing with the pipeline phase, 
when we come to the producing phase of it we will be 
able to intelligently go into that part of it but at 
this time I do not see that it is necessary to go into 
all them reasms. 

It is not if we are going to take quite a deal of time? 
It is quite complicated. 

I wondered whether you could tell us, what interest the 
Imperial had if you jobbed this oil? 

The Imperial is not only a producing company but it is 
a marketing company and anything they do to facilitate 
my operations will put me into a more favourable 
position to compete with them in the market, so, there- 
fore, it is naturally interested, I would be, as much 
interested with them, to impede any competition. 

see if I can understand it, if under the Board, the 
Conservation Board's allowable, the Sunburst well 

can produce 500 barrels a day? 

Yes. 

And you only want 400 for you re:inery? 

Yes, | 

You are under contract with the Sunburst totake it 
off their hands? 

500 
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ALL their: produwtion? 

No, my contract does not say that, 

Well, in any ever t, you'canmwt surely take off their 
hands more the their regular allowable, but they 
are permitted by the Board to produce say 500? 

Yes. 

And tney are anxious for youto take it? 

Yes. 

And. you are willing to take it, let us assume? 

Yes. 

And you ask the Royalite Oil Comnany to tran sport it 
for you, do they ask you whether it is all going 

to the refinery, or some of it, if it is more thm 
enough, 2oriwour refinery, do they concem thenselves 
with that? 

Well, in the past they did not have to ask me, they 
knew. 

And presumably they mow now? 

In that, they knew because they imposed &@ condit ion 
where they had todo the loading, I cmldn't..... 
They would load at your direction? 

Sure, but oy that very fact,don't you see, they were 
able to know and control my operations. 

They would imow the name of the reYinery you had made 
the arrangement with in Saskatchewan, do you regard 
that as beirg very detrimental? 


Yes, not only that but they would also control my costs. 


9 
By imposing a loading charge? 
Yes. 


The same loading charge that the Anglo Canadian or 


any other company would pay? 
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Yes, but if I had that’ pipeline connection into our 
refinery it does not follow that my loading charge 

is going to be 5 cents a barrel, or that I will use 
their tank cars. 

What you mean is you did not find it very profitable 

to job whm you had to run your oil into the Imperial 
terminal and tlen pay a oad ne charge? 

Yes, and then let them use their own tank cars as they 
saw fit. 

Now, ir. Plotkins, we interrupted you on the storage 
question and now, leery mn you want to resume your 
general remarks, do you? 

Yes, During the noon hour I reflected on some of the 
questions you put to me, Mr. Chairman, and the main one 
was with regard to management. In giving that matter 
consideration I came to the conclusion that the 

present method of the Royalite Oil Company of administer- 
ing the pipeline, which I find no fault with, and 

just making reflections so as to guide you. 

THE CHAIRMAN; Certainly? 

The administration and taxes and other indirect expenses 
all reflected on the pipeline division, as we have had 
them given tous on the stané, on & percentage basis, 
and it follows that the operations of the Royalite 
being of such a character where they administer other 
companies and they administer the affairs of the 
absorption plant division, the gas division, the crude 
oil producing division, if any one of them divisions 
ceased to be revenue-vroducing or produced very little 
the¥Y could and usually do in such a campany carry it 


at the expense of the profitable divisions. Now, that 
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is probably the difficulty that the accountants have 
fomd in allocating those direct expenses and under 
a, seperate; ifthe Royali te pioeline division was 
severed from the other activities, the management 
would not be in that position, and as a result any 
improvement in costs or efficiency would be directly 
reflected in the operations of the company. Now, I 
Have inimind 4 comition that [am familiar with of 
the Standard oil operations, not here,in the South 
where they are able between intra companies! 
accountants to transfer to a profitable company or 
vice versa, the charges so as to equalize taxes or 
for other purposes that they know best. Now, in 
this conection it woulda be possible where the Royalite 
administers the Dalhousie and North West and @ numver 
of other companies which at the present time May 
have considerable holdings but not revenue-producing, 
no revenue production of any size, while they would 
bear only a small proportion of the total Pee 
tive expenses of the Royalite as constituted to date; 
whereas if they were separate companies their manage- 
ment expenses would be »onsiderably greater and in 
turn the taxes situation also h@S an effect because. 
of these various matters wiich I have mentioned, 7 
so to that extert it is my opinion that it would be 
in the best interests of the pipeline division if 
it were managed separately and the cost would 
certainly be worth while. , 

Now, I want to deal with the 
inferences of the pipeline as it is operated at the 


present time on the general competitive situation..... 
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Q, TH 


te 


CHAIRMAN: Before you go to that, were 
you going to deal, you had started to but I interrupted 
you, you got down to the 240,000, to the 3-80,000 
barrel tanks? 

A Tes 
Were you going to examine into that any further, Mr. 
Pious, Mae 1S kxhibit "1738"? 

A Well, vossibly it wouldbe wise to examine it although 
I will say that I do not believe that it is just very 
practical at this stage to consider the set-up of the 


separate pipeline terminals. 


(i Well, you have already expressed that view subject.... 
A wo, yes, vo ULE cost. 
a) Yes, and having said that, I would like to mow what 


criticism you have of the suggested cost in Exhibit 
sd Bde a 

A the first item is 5-80,000 barrel tanks complete with 
necessary equipment. Well, now, this price or this 
figure of $180,000.00 is correct, is probably a correct 
estimate of the cost of new tanks, but if we look 
around and find that the Standard Cil and other large 
companies have accumulated thousands of these tanis 
in oil fields, all over North America and tiat at 
the present time even the Rovalite has seen fit to 
purchase from another of their companies, a used tank 
at acost less or at least approximately one-half 
of that, and I might say in this connection that 
these tanks ave not very thin tanks, the plate runs 
all the way from a quarter of an inch to nine-sixteenths, . 
ané depending upon the field Prom Which it is taken 


their lifetime, their useful lifetime is fifty years 
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and possibly more. I feel that in view of the large 
number of tanks which are available and in fact the 
British American has seen fit to purchase a number of 
them ani exse+s them in their new refinery and these 
tanks ers avaliable at a very low cost, that it would 
Die Teasrole tor the Royalite Oil Company if it con- 
Sidered erecting such storage, to use these used tanis, 
I know that a number of companies in the Turner Valley 
field are now purchasing & number of these tanks in 
the Salt Creek-Castor field, and they can be laid down 
here for approximately half the price of a new tank, 
laid down and re-erected and ready to go, ready to use. 
MAJOR LIPsiTt: IT suppose you would say, Mr. 
Plotkins, that in reference to the tanks which are 
already there, they would not he wo yth much to the 
impor. 21 Will, valess ae terminals for the pipeline at 
are ee se ntn ino?y 

Ewouwe noviscy that. sir, because Ido not dmow, bat 


I wuld say that they are not worth, at the rate of 


9 


$50, 000, OV piece Vor anv ming Like th ap. 
We had an Exhibit put in, I think it was, if my notes 


are correct, No. "80", in which the original cost of 


: 
the present three tanks was given as 3143,000.00, and 
now standing on the books at some gle,750.00, those 
tanks are eb vresent used for this terminal service’ 
en. 

I suppose in me wey, dealing with this figure, thst 
fact that they are at present being used for this 


service. and tliat they are considerably depreciated, 


would come into your accounting? 
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A Well, what I mean is in connection with fixing the 
rental value we should at least first determine the 
replacement value. 

MR. NOLAN: These figures are an estimate 


om 3-80,000 tanks? 


A MAYOR LIPSETT; Yes, I understand that, Mr. 
Nolan. 
WITNESS: And the same with this 


estimate of building the terminal, let us find out 
market figures. 

MAJOR LIPS2TT: It would probably be reasonably 
put to us that if used tanks are suitatvle for the 
Service at the present time, that used tanks might be 
bought by the company, instead of rentone se I mean it 
is only a matter of argument. 


if they are available and 


MR. NOLAN: Yes , 
they can be purchased ard they are suitable, but that 

was not considered in these figures. 

MAJOR LIPSETT: Mo, I understood that. 

MR. NOLAN: And this includes 2a great"deal 
more than the tanks because there is the heating, as 

you can see? 

WITNESS: Yes, well, I am not finding any 
fault with the accessories, but Mr. Coultis will, I 

do not believe, will dispute me whe I say that 315, 000.00 
would be an offhand figure for tho se at tachments. 

MAJOR LIPSOTT: {Tels oniy teir vo Me." Count 

to say also that when he went into the witmess stand 

he said himself it was only a rough estimate? 


MR. NOLAN: Oh, yes. 
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MAJOR Lipset: He was not giving a final figure 
or anything. 

ik. NOLAN; Ov, no, and Mr. Plotkins is 
quite rig@-, if they can be bought cheaper they can be 
bought cheaper md it wili not be 4180 ,000.00. 

Q THE CHATRMAN;: Any observations to make abow 
any other items there, Mr. pPlotkins? 

A Not-in the main, no, because I realize the Rovalite 
Oil Company is not in the position of the Lion Oil 
Company and where we might do the work and buy the 
equipment cheaper, they may not-see fit to do it, so 
that I do not see where f£ shculd criticize it. 

G All right. Now, you were moving on then to a considera- 
tionof the disadvantages to competitors in cmnection 
with this pipeline? 

A YO Gy Now, as the situation exists at the present time 
in the relations of our company and other independent 
companies with respect to the pipeline operations, our 
company is not in a position to deal direct with ifr. 
Coultis or the pipeline manager, what I mean by that is 
before we can have any oil transported or before we can 
have my oil delivered or before we can have any oil 
loaded we must first seek permission and arrangements 


must be made with the management of the Royalite Oil | 
Company and -my experience is that the management of | 


the Royalite Oil Company in turn, we cannot deal with | 
them directly, they have in the past always referred ile 
matter to their Toronto office and the Toronto office | | 


has weighed the matter...... 
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WoW) thie is Oa mes ter... .. 6. 

MR. NOLAN: . Does the witness know aout this? 
Lf am going to say is reflected in their decision; 

I quite realize that I cannot read their minds but 

I can translate their actions. 

THE CHAIRMAN: Go on. 

Weighed the matter in the competitive, on a competitive 
basis; in other words, they have not treated the matter 
of transporting oil on its owm feet, they have looked 
at the entire transaction from the standpoint of our 
company being a competitor in tre marketing of petroleum 
products and as a result of that situation the dealings 
have been what I would call at arm's length and in 
places, not with the marwgement but in the spirit, 

per Mim tne ofr icials, our relations are very comial 
but we know and both ofus admit that we are at arm's 


length because we are competing in the same market. A 


Now, that is not only reflected in the marketing end, 
that is also and in the main reflected in the pro- 


ducing end because the pee co is now erilling 
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the difficulties under whish the independents, under 
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which our compmy, for instance, I will put our company 
because that is probably typical, finds itself in 


making a proper connection with the eas amen Ove. 


es sn EE LEO 


or the Ro, yalité pipeline and mowing that we are in a 


Gifvf ieulLt position he is nov incluned to deal with us, | | 


I 
ae 


and also knowing that in order to get the cmnect ion we 


must submit to these conditions of the Royalite Oil 
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Company, wit: the result that when we approach the 
producer he wants almost im»vossible guarantees, not 
only from a financial standpoint, because they would 

be probably just, but from a marketing standpoint. 

Now, without going into the matter fully at this time, 
the posi vio1 tiat we Lind ourselves in in Turner Valley 
iS oucm eal 2 a8 very difficult for us to contract 


OlL, 2¥e GAoush Cur position, our financial position 


is such, that we can guarantee them payment, even though 


we have the market, the refining and the marketing 
means of disposing of the oil, so that the piveline 


plays an important part in eh ee an arbiter between 


Rmemmeg = 
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Now, the re ix another matter 
that I want to touch on, the matter of pipeline rates. 
In giving that matter cosideration and weighing the 
POssipilities of other fields coming in reasonably 
Soon, I believe that it would be wise to accelerate 
the amortization of the investment of the pipeline 
company during the first few years, so as to enable 
the refiners and marketers, to avail ourselves 


us, 


of the opportunity of entering other oil fields and 
not to be at a considerable disadvantage to the Turmer 
Valley. What I mean there is that if that is not 
done and a uniform rate is established for the 


pipeline charge, whem the crude situation in others, 


. 
re tet | 
A = Nag uy , : en ee 
may di ; : ei tS a 
: 5 
5 ' 
I h ; 
" ‘i * fs o 
\ ' a oy z Cy, et myth 
Lj ’ 
in ie 
' 4 
\ 7 Da 
. ¥ ( at ay 1 “7 
: “A . fe * 2 . 
y x 
, pt . = ene eS 
Ak: : sae Pkitys ee ett 
: ya . 
- : e Vi 
var , % 2 
. ’ é 
= < , 
j 
‘ - Pi ‘ Ose ¢ CO ip re 
i Rat 2 Z ory 
‘ 
Month 
\ : 
= F 7 
ae coat re iets.) ; wes RE 
1 Be \ 
“ ‘ 2 : e met 
: 3 bute: 
ae af, Me ~ 
mh AT Vy Sa 
Fla = 
- ~ - . ‘ a hee? 
t 
‘ - ces or acs tm ¢ 
. Rx < f i 
By Ore its , A cane 
5 : si - 
M copy fee: myce + 2 
. * eae . 
° 4 . 
Fas . bic eae 
. 
‘ ers ef; sa 6 aes 
eit i *, Ps 
~ 
i ey ea aed Rt ry 4 OL 
%& Oo goss - 
' “ . ‘ 
hae e . 
j « 
A . ' ? “ 
5 ¢ % ¥ ate 
ie 5 } 5 a e 
a : 
' * 
) oe 
, oe 
‘a ‘ ’ 
‘tt \ , OM 
\ Un ae ee os a S af eee A ae 3 bat ' 
t ) ad a Is “ . ih oe eon LA’ oS 
' f ” 
f hy lg 


eel 


ad ‘sant Heal 


i bi i ai ik B8, sa 


SRaere ace et u 
re ves rulers ea 


nee 
ne oy 
ee A 


eg 


me; deem 


he } ‘ent ay 


Le 


L. Plotkins. -4720- 


when there are other fields with a flush production, 
tne Turner Valiey' production will no be ‘able to 
compete with it, but if in two years or three years 
from now the pipeline is able to reduce the rate, 

the carrying rate, it will makxe it possible to et us 
our investment out of Turner Valley and in that way it 
Should not only help our company but I even believe 
the big companies. Now, that is predicated on this, 
that in omer for a refinery to succe 8Sfully compete 
in, we merket end we must aim to bé in all the fielcs 
thab supply the market and influence Our prices, so 
im order to Go that we balance production of one tiem 
BPeavsiswie Guner and that 1.6 one of the means of 

De lencing. 

TH CHA LUiA™;: Do you think it wise to have 
quite a high pipeline rate at the present time, to 
provide ouicker amortization? 

Yeo. 2 00, 30 Gia Jater on when the Tield is cajled 
upon to compete with another field why we are able to 
lay down the Tumer Valley crude at the coupetitive 
MR TaG.. 

Now, I would also like to 
point out to the Commission that thwre are, there is 
information available that will guide it in weighing 
all these matters, as develoned by the Inter-State 
Commerce Commission governing pipelines, Inter-State 
and otherwise, and in reading Somé...-. 

THE Gila Dial: Well, have you &4nY, excuse me, 
Mr. Plotkins, have you any views to express aS to the 
rate now existing? 


The rate? 
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Q Yes, the pipeline rate, that rate per barrel? 
Well if we weigh the rate, the present rate, I 
consider that if it is going to be applied in the 
future or a period of sight years it is too high; in 
other words, ac.cerding to the information and the 
calculations which I have made, I believe that a uni- 
form rate of 53 cents will amortize the line over a 
period of 10 years; on the other hand if we are to 
accelerate the amortization during the first few years 
that figure would have tc be increased. Now I have 
come to that conclusion, using certain tables that 
are available, to go into the approximate costs, the 
range of costs in a pipeline of a similar character, 
that is the cost of building it, the cost of operating 
it, the eost of amortizing it, an*t that is why, and 
also with the facts that have been disclosed to this 
Commission, and that is why I have come to the con-« 
clusion that a rate of 5% cents would cover the in- 
vestment, the amortization, a reasonable rate of in- 
terest and the contingencies that are incurred in pro- 
viding pipeline services. 

Q 3 cents a barrel? 

A 53 cents a barrel. 

Q Now we have had various other submissions as to what the 
rate per barrel should be and I think we shouldthave 
yours. 

Q MAJOR LIPSHTT: Can you give us any general idea, 
I know you cannot go into figure like the accountanis, 
Mr. Plotkins, but oan you give us any general idea, 
on what basis your figure is arrived at? 


A Yes, I can give you some basis. I am now referring to 
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an outline of practice accounting for the petroleum in- 
dustry, page 99. This is a book which we use in our 
bus iness in estimating the probable cost of doing any 
particular work and when we feel, or when we want to 
find out what a Service is worth, now today, the 
practice of estimating costs in the refining and tran- 
sportation and even production is a highly developed 
science. we have sufficient experience back of it 
that we can weigh the probabilities, why, because some 
place we can fit in our particular situation and even 
although the situation may not be exactly, we can weigh 
the varying factors and even then we can still apply a 
factor of 10% error and arrive at some definite sound 
conclusion. Now if L were called upon to give the cost 
of building a pipeline, I am not qualified to figure it 
all out but I san refer to information that is available 
that is put out by competent men with experience and 
who base their experience in turn over a large period 
and over a number of operations, se that they are able 
to give ua pretty closely, within 10%, what it costs 
to do Certain things; today in the trade magazines and 
trade literature we do not have to guess, when it comes 
to building a refinery of a certain size, when it comes 
te building a pipeline of a certain size, we can find 
out by reference very closely what it costs and in fact 
I will go further and say that engineering firms wiki, 


on the basis of those estimates guarantee, 


(Go to page ) 
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E have, in mind in one trade journal,not very Long ago, 


hveadrentisoment, by a lange enginesrine firm that they 


“ype anc a cortsin 


COCs va LN 


) 


Wills Diwbdee rer ine ry of 
Size so much ea barrel, aad a certain size so much «4 
barrel and sorforta. Ge Wentes Te. dul Laat ewer 
we were aealing with a pipe Line contractecr who hac 
built Guinier Of pipe’ lines, and we said we wanted 
SoOwmites OT S615 ineh Line and the necessary facilities 
I have no deu»t that in ten minutes that the results 
would be available to him. In a s_Liding rule he would 
De adie torgineiisse Vigure within 10% of whet 1b Gost. 
So that when we talk about estimating. it is not guessing. 
It is basing it on somebody else's sound experience. 
Bnd Lime sfonmuget desis partly that: Eom cime-sed the 
COSt Glyeoruyvan, won fron Turner Valley to Calgary. 
Now, of course, a man-has vo be competent to judge and 
TO 2DDLY Une. mectiors correctly. for instance, “thes 


Tormiule, does hot say 2+ will give sc much for 6,000,000 


barrels, but. at does give a range, and vithin a certain 


Fy 
eS 
oO 
S 
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mM 


Tenpe Weiicho Dav) our 6,000,000 barrels and ii 
halfway between we wan estimetc helfway within the 
range of the cost and that will be the approxinate 
Tigures) (Lt) is) Like any othe? spec ts cea vion 
in? ies Of lapuSiness, you.must be colMpeieht, but sy yill 
L6 LS Poeskole vor eo comps Font mah. to make close 
estimates. Dow onerare. So. 10 -ayeee 

THin, CHLILRME WM: hae Sotho eek? 
Itnis Ondy one of the books [ have u<ed. 

Iss thatetioe joook,vour formile is) ing 
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"Accounting for the Petroleum Industry" by David 


Morland and Raymond °.. iickee. Mr. Morland is an 


Associate of the Institute’ of Chartered Accountants in 


ingland and ‘ales, and Raymond .. chee is a member of 


the American Institute of Accountants. This book is 
published, it is the second impression, and it is dated 


1925, by the McGraw-Hill Book Company of London and 


New Yorke 
Yes? 


io, sayevsnere, reaging from Page 99:- 


" Pipe lines vary in Size, but the ordinary 
Sivoo use ere 4,6,’ 8) 10 and la ainenes.. ene 
dimensions representing approximately the inter- 
nel diameter of the line. The. cost Will. very 


considerably in different localities; the ccst 


of laying ¢ and 8 inch lines, per mile, over 


rlat country will be about 7,500.00 and 10,000.00 


respectively, and these costs will probably be 
divisible somewhat as follows:- Pipe - 60v, 
Freight - 12%, Labour ~ 18%, Survey and Right- 
of-iay - 3%, Other - Vo, 100%. AS pipe line 
operating costs in different localities are 
widely divergent, no attempt is made to state 
eny exact figure, though it probably will be 
between the limits of 4 and 10 cents per LLCO 


barrels per mile." 


Now there is a note. The note is "As estimated by Cross, 


Bulletin 16, Kansas City Testing Laboratory." I 


may say that the Kansas City Testing Laboretory is a 
laboratory thet is widely used by practic@lly the 


entire ol] industry, and if we were sc write to them 
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and ask them to give me an opinion on any of these 
subjects upon payment of the proper fee they would 

give me the figure that would be the considered opinion 
and research of their engineering steff. ‘ve do that with 
a good many Beepiene tn our very Small commny. ‘ie send 
to this particular testing laboratory and ask them to 

make a research on various matters, and we pay them 

and they furnish the information. Now I will refer 

to other excerpts from this book. 

THs CHAIRIAN: How do they deal with 
amortization, lir. Plotkins? 

I will go into that. Li have ‘COVEred' a LORe 11s as 
going to take quite a while if I am going wer all 

these. I woulld rather leave the book and refer to the 
passages that have influenced me in coming to a 

decision. 

I was just wondering how it would be, just as you suggest, 
with a view to saving time - if you could do shortly as 
others have done, make a short Statement of your accounting 
and how you arrived st your result, referring to the pages 
in the book which assisted you‘ 

LG jis Neb woiy in this. book. This I have taken for 

the cost of the line, so as to arrive at a valuation 

for that Line to amortize. You see my contention in 

the brief is thet the proper method of evaluating that 
line is to go out and find out what we have got. 

Perhaps so? 

Yes. So that naturally I have disregarded the valuations 
that have been placed before this Commission. 

Yes. Now what do these people say? Do they say to go 


and do that for valuing the line for the purposes of 
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rate making, go and see what you have got, or do they 
give the cost or what? 

A No, they deal with that here and they say on that:- 
i Since all pipe line companies engaged in 
interstate transportation come within the juris- 
diction of the Interstate Commerce Commission as 
Gommon carriers, the arrangement and classification 
of the accounts of such a Company fall within the 
regulatory powers of that body. In accordance 
with its authority in this respect the Interstate 
Commerce Commission has compiled and promulgated 
@ card of account, upon the basis of which those 
companies doing an inter-state business are 
required to keep their records, and to render 
reports to the Commission. It is to be noted 
that the classification prescribed by the Com- 
mission corers three divisions of a pipe line 
carrier's account, these divisions are:- 
Investment in Pipe Linss, Pipe Line Operating 
Revenues and Pipe Line Operating Sxpenses. In 
apa beeh of these accounts is divisible as to 
gathering lines and trunk lines. The following 
quotation from the Commission's published classi- 
fication distinguishes the two divisions by 
definition. Gathering lines are such pipe 
line facilities as are used in sransporting oil 
from the wells of producers to points of delivery 
within the gathering district, or to points of 
connection with trunk lines for transportation 
beyond the gathering district, and in such other 


operations within the district as are incident 


rer 
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"to the gathering service. Trunk lines are 
such pipe line facilities as are used in the 
transportation of oil which has been gathered 
from the wells of producers, or has been 
received in connecting lines, refineries or 
vessels. It should be remarked in connection 
with the capital asset accounts that all charges 
should be actual money costs to the carrier; 
trade and cash discounts must be deducted from 
the gross cost of property acquired. Construction 
costs will include stationery and printing, taxes, 
interest, ete., as well as all other expenses 
accruing during construction." 

& They take the money cost as distinguished from present 
day valuation? 

A That is right. The money cost in this case, I mean in 
the ease of this book, I expect tht the situation is 
different because the pipe line companies in the United 
States have always been under regulations. So Ch aka Gia) 
cash cost would be the cost at the time it is constructed, 
where here we are dealing witha line that has already 
been in existence. 

Q Yes, I understand. 

A There is a question of whether it is fair or otherwise 
to take the cost or the replacement value. 

Q ‘ould it be too much trouble to you, mr. Plotkins * you 


are speaking ona subject which is of great interest to 


uS ~- and would it be too much trouble to you to prepare 


&@ brief as the others have showing not only your conclusion 


vut these steps by which you came to it, and such accounting 
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authority as may support you, which you care to refer us 
to. Suppose you put in the book, and say Page so and so 
and we can reid it ourselves, and when we do probably we 
will get more value from reading it ourselves, because in 
that way we cen think about it es we read? 

bh TEs pire 

(% ‘ould it be possible for you to make up such a presentaticn 


over-night do you think’ 
wy Over night? ‘:e11 only roughly. I have not given it any 
considerations _I did not think I was going to be asked.... 


You have thought about it and made some calculations, or 


D 


you arrived at the 53 cents e barrel‘ 

A Yes, I can give you that. I cannot give you a detéiled 
analysis of how I concluded that and the refersneces witkout 
considerable work. 

Q Well we aro alivdoins some work. You have done a lot thus 
far, and you may as well do a little more? 

A Yes sir. 7 | 


SO you Gan shov'- us as best you can how you arrived at the 


wD) 


5% cents. That is the conclusion you are submitting to 
us, so that we may examine the soundness of your reasoning, 
at least as to that result. And such authority as you 
had in arriving at that result. 

4 My reasoning is going to be this, that I have valued that 
line and its facilities from a different standpoint. 

q That is all right. Take your own standpoint. Lewis: nos 
at all settled that anybody's standpoint is going to be 
taken by this Cornission. You sey you took a percentage 
valuation. hat is it worth? 

A Tes. 


Q All right, proceed with that and let us see how you arriveé 
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at the 55 cents. 

Allright, Sree WW don Ghat » 

Then leaving. that aside for the moment, is there some- 
thing else you wish to say? Of course give us the 
references to such books of account «8S you may wish to 
refer us to? 

Yes. 

And we will file them and we will have them with us when 
we are thinking about it. Now is there anything else 

you wish to address yourself to,I meaén over and above 
this pipe line connection which we will deal with lastly. 
Levyou ido. note mind? 

I-will deal with that last. 

Yes? &s there any other matter you wish to address youzscl:’ 
to? 

Wed rererehomy.origined brief and. be in albetter 
position to say. 

I mean without recapitulating what you have already said? 
Lydo not otiwink iso pi sio's 

That brings us then to what Mr. Coultis has submitted. 
ICT DL tre ene av 

hive = NOLAN: Bxhibit "L635". 

TH CHALRMAL: Yes, Exhibit "LOS". s¢ahat 
comment have you to make upon that? 

With regard to the item Number 1. IT heave no dispute 
providing the guarantee is not in the form of an ironcles 
penalty. In other words, thers is no penalty at a vachec. 
I can give him an assurance, and they have the figures 92 
our operations last year. 

Now Mr. Nolan is going to consider the form of that end 
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to precisely what you should do in respect of that guar- 
antes being given at all? 

A iGO 260) feet i Should be called upon to give any 
guarantee except - well I do not know, an assurance I 
suppose is of no use to him. I do not see why if I am 
going to sign a contract or agree to conditions, and they 
have elready a connection in the field with the well, 
and especially in view of the fact tlat I will be forced 
to purchase from them 4/5ths of my requirements under 
present conditions..... 

Q With regard to Clause 1, you say that your covenant to 
take that is all the guarantee that should be required, 
is that correct? 

A My covenant to take that? Wo, I do not feel I should be 
bound to take that, because there are many things can 
happen that might prevent me carrying out that. 

q Ho. CChM Le LONIR LIPSET? : First of all is the rae 
of LOOP OOUwan your. opinion 2 fair minimum for the 
company to impose before they make any connection: 

4 In our case it may be. 

Take the general case first? 

4 ‘ell the general case, of course I do not think So. 

Ie. NOLALTS This is not a general case 
proposal you Knorr’, sir. 
Me. COMfIG.I0VuR LIPSETT: I thought it was a general 


. insofar.as tapping the pipe line was concermd. 


MR. FRAULEY: Yes. 
THe Cis CRA ¢ Yes, and so aida Ts 
Ue. FRA ay: lin. Coultis told me it was 


for the B.A., the Lion and any others like that. 
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4h Tdo fot object to that figure, six. 

a Ti CHATRL Ns You "dor nets 

A Pee eeu Ob Geese, no sir. 1 do" obgect £0 the guarantee. 

Q But you sey you do not object to the figure? Do I | 
understend, Mir. Plotkins - I went to be clear on it - 
you say you do not object to the figure of 150,000 
barrels, but you object to agreeing to contract.to take 
that amount? 

h Yes, to take thet amount from the pipe line. 

Q Yes* 

A Yes. 

% NOU ere Content to Gontract to that effect are you: 

B Posie Lai tot, because you see the pipe Line’ = 
There 16 e6700ner Place where vie cannot divorcee the 
Production end Trom the pipe line. At the oresent time 
if I Signea an agreement with the Royalite and I was 
forced to buy 4/5ths of that from the Imperial, the 
imperial would be supplying me in Galgery, and the 
Royalite would say Miele thit Ls very Well, Dat phat) bee 
nothing to do with use You have not put through 150,000 
barrels through our pipe line”, and thet would place 
We ee Oat Ti eult position. 
1 Das Paint Falak Grbac Tam afreid Ico nev ToLlow 
that. 

G TH CHAT AUAN: You say you do not object 
to the 150,000 barrels* 

yt No, beeceuse I assume that will be the minimum of our 
reuuiremenus. 1 feet we are going to use that uch 
anyhow. 

¢ You object to Signing your name on the dotted lines and 


saying that you will put that nuch through the pipe Line? 
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A That is right, uncer any and all conditions. 
Pia DS Te “@ were discussing a few 
minutes ago that he will buy the rest from the Imperial 
Oil. 
hae | ays He will what: 
pte” BRAMLEY 5 He will buy the rest from 
somebody, is not that hat you mean’ 

A Yes. If not from the Imperial from someone. 
It is not a carriage contract? 

A They will sell me at »1.20, whatever the figure is plus 
the 15 cents to Calgary. 
Dee RY & That is quite different 
from a carriage contract: 
TH. CHAIRMAN: I do not understand. 
i's NOLAN: I do not understand what 
anybody is talking about at the moment: 

A I am not eble at this time to contract in Turner Valley 


ror “Lop, OOO barreds.. The Conservation Board puts 
obstacles in my way. The result is I have to contract 
with somebody else that is able to deliver that oil, 

and that somebody else at ths present time, is, only as 
far as I am concerned, the Imperial. They have agreed 
to and ere supplying me, so therefore 1 am not Looking 
to anybody else. Wow we say the Imperial is a separéete 
legal entity from the Royalite. Wow the Royalite do not 
know what the Imperial does, and i buy or supply the 
Royalite with 100 barrels a day, which is 86,500 barrels 
@ yeer, and they trensport that through their pipe line 
in our name. The rest of it is not transported in our 
name at all. It is transported to the Imperial, and 


they sell it to us here and not in the Valley. The 
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result is I would have signed a contract that I am not 
‘able to carry out © That is my contention. 
THE CHAIRMAN: .I think I follow that now. 
Do you, Mr. Nolan? 
Mee NOLS NS No, because it all comes 
through the pipe line. 
MR. COMMISSIONER LIPSETT: BOG 2b) 28)-Not (iis oils 
THE CHATRMAN : He is not putting Ly 
through. 
Tike FRAWLAY: - Altogether two separate 
things as I see. 
THs CHAIRMAN: In the form of your proposal 
I think it would matter because the guarantee to deliver 
it ‘must mean by the Lion Oils. 
live NOLAL: Yes, 
THs CHATRIMBAN: At' least the 150,000 
barrels, if, as the witness said he did require 150,000 
barrels, and the Lion Oils only put through 100,000 
and they got the other 50,000 barrels from the ‘fmperial 
in Calgary, that would not be complying with the contract 
which is predicated upon the first point of contractual 
relationship here. 
MR OLSN: The first clause says that 
they shall deliver at least 150,000 barrels a year from 
each connection to the trunk line. That means through 
that trunk line, or through that branch line of the 
trunk line. 
Tk. FRAYLAYs The Royalite Oil Company 
Will not be doing it I suppose? 

A The Royalite Oil Company will be doing part and the 


Imperial will be dcing a big part of it. 


Pe pha ihe aie: fowtinds a bore 


’ ‘ Lan 4 A 
Ali Ves. ets i .s hs 
- ‘ r rs 0 Hs. nok Ms, Kyou 
mi s,' 2 Aye a rs oe eae . 
hy ei APN cea te poets “i iui CEO). PR Bh Pa 8 
Aaa] Be 
” , marl 
r a cae 4 . ‘ So See td , pshiey 
i roa is ey ad wiry i ane : . pe ; a 4 ros PL ae, 
i j 
., ‘ 
f 
t } 
i ‘ ie rt VW | 
Meg re Da wos hae as lhe echt! Minha as ES cry 
RO a RE TR RRR oe Tle 
‘ 
; 
i Oe’ ‘—'} t print els Soe 
he ey b wl? i ihe 
\ f Fite % vo Ha ~ 2 mat Lee 
; 
‘ 
\ rh 4 a 3 PY 
, ~ Mi bs » ; -e bef : en 
. hy, : 
ft : iy tsa 
ye ‘ 7 
7% i 
iedaead ss. don Oe rm 
‘ Gute rary ; ayy 
} bal 
ini ) hs iy! 
vy 4 eiPy) 
e js ey I 
age harp ey ¥ = ia te bie FRE COE, ‘ 
i Pc esi Ly" oi ony! hin Bt Ee 5 RAD (rn 
i 
Aas Ag go > o fy, 10 F: ata . pe ¥ “| cn baal has: vs 
¢ "he be eho tan mae a Ie Rig Ama it sh 
; 
LU a Nay ae cara 
Deen fa ot. Oa we 
Li Mi 
Fs 
Ba 
= eo th = D ‘ 
7H : ’ 
ee EE Ole Mer tet vee, ke eum. ns 
) POPP PISO FEE, ee RIS ee ata ; . 
1 : ri : 
Ly ; Od hata f 
: ‘ 4 
} 4 TaD ES | Serve ae 4 Pre anes ik ye yee hee ae ant om ae 
ie) i] } y 
ee | ty 
vil lA ) fey i if £4) t bn i 
i) ‘ me ee Vols iN MA woke ho Ek Meee oo (uns ‘ j 
Ww 1 OO ROC Whey Gk Seas ane 
et ' me 
: z * re . | ae 
eS, Bost rear 3 x re? Ph) sick a eae 
Wah (Fea.0 Ry 4 “ey é CEN more 2h 
wernt = aie eee 7 np, Te . ra a Cane } i 
with Da Ro Here ete Si RN ‘en 
rl aif 
Mi ’ 1 ura : f ftig 
i ; po i eae a tie \ yaa) af ’ we 
yet tk, (ek ay ae eee eee a Me PE GM 
ma sh fe Se aT sy Pe) aa tae Pct a AGH ene 
pe ra ie), i 
i ao iy 
a i Fé 
i 7 y 
+ 
any { .f 
“eines “eet 
de ae 
ale 4 ; 


vk f a gh so See Na Pay peeks oie pe Ok ie De es A 


Ph if ‘ He ail ; ’ roi Ate 


ARAM 


‘(Lae Aen : Ty ee ee rue Fy abet ek eaee’, | tae Abs Mites ie x. acecere ae Y: 
i fy ; ; i ‘ ith 5 4 MA ay ~ i a Bs 3 eee Ree ~ ? Oy, Pa aaa : ae wee vitae: 


es ot shall ait Se ye aise ee on ei ae hy 
SM Coscia ee MM saul Ke 
nes Ure 


- <A y i 
Oe ee a: QTE 


T-4 


12 
~4734- 
L.L.Plotkins. 
THH CHAIRMAN: That is his point. Wow 
if Mr. Coultis and Mr. Plotkins really mean the same 
thing it ought to be simple to give expression to it, 
Mr. Nolan. 
MR. NOLS: It should be if I knew 
what they both meant. 
THS CHAIRMAN: Mire Coultis, do you follow 
the witness? 
tne COULTIOS I think I understand it, 
Sir. It does not matter to me whether “r. Plotkins 
produces that oil, buys it from field tankage or from 
anywhere or the Imperial Oil or anybody else. This 
short statement here on Item Number 1. I am assuming 
that all of tmt oil comes from Turner Valley.» You 
Propose) to use ell Turner Valley? 
A Yes. 


Lik. COULTIS: Well it is put through 

that pipe line regardless of whog2 oil he uses or where 
it was produced in Turner Valley. 

THs CHALRMAL: So long as he tekes 150,000 


barrels and that has gone through your line? 


MR. COULTIS: Yes Sir. 

TH CHAIRMAM: Whether in his name or not? 
Hit. COULTIS: It does not matter. 

THe CHB IRMAT: That is what the witness 
says. 

MR. COMMISSIO!N=R LIPSETT: Have you formed an estimate, 


Mr. Goultis, as to whether his through put would be about 
that amount? A#re you satisfied that that would be an 


approximate amount? 
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LeL.Plotkins. paces 
ME. COULTIS: May I read this. This is 
a letter, a copy of which was presented to the Commission 
one morning. 
THE CHAIRMAN: Have we it as an exhibit? 
MR. NOLAN: Yes, that is the letter Mr. 
Plotkins wrote to Mr. MeLeod on the 2nd of February‘ 

4 That is’ right, outlining the conditions under which we 


would be prepared to get that. 

THE CHAIRMAN: I think we will serve a 
good purpose if we stop right now, and let Mr. Plotkins 
and Mr. Coultis have a chat about this. There is one 
item they are apparently in accord about, but misunder- 
Stand ite each other as to the language of the proposal. 


That is all. 


Tie. PRG TLEY4 Yes, that is all. 

TH CHAIRMAN: And no real misunderstanding 
in fact. 

MRe FRAWLEY: May I make a suggestion. 


The Imperial Oil has to enter into the conference. Mr. 
Coultis is not at any time speaking for himself and the 
imperial O11 as I see it. 

THE CHAIRMAN: Mr. Coultis after all has 
been the one to put forward this, end is not the first 


stepping-stone for these two men to iron this difference 


out? 

MRe PRS’ Ley: I think that is an excellent 
suggestion. 

THis CHS IRMAN: If they can accomplish that, 


I would think wr. Coultis and “r. Nolan would have ne 


difficulty in getting the formal assurances from the 
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L.»L.Plotkins. ° 
proper persons to support Mr. Coultis' proposal. If 
you think it wise, that is my suggestion. 
Lit. NOLAN: It might help. 
MR. FRSWLUY?¢ I think so0 too. Now this 
was put forward as a general proposal to all refineries. 
Now it may be that Mr. Harvie, if he took this, will 
have enough oil that this clause will not cause him any 
alarm. 
THE CHAIRMAN: Iam not leaving Mr. Harvie 
out. 
Mak. HARVIS: l interpreted it the same as 
Mr. Coultis. I hever had it in my head otherwise. 
THe CHATRIMAN: Apparently as the withess 
wants it and as Mr. Coultis is willing to grant it, 
but like the witness, in my view it is not so expressed 
heres 
MR. HARVI2: That is possibly so, but 
I take it..... 
THE CHAIRMAN: You will heve accomplished 
something if you do try and understand each other’ 

A That 1s-correct,.Oir. 


Toe GHA ITRMAN: Now, Mr. Harvie, you, axe 

the only one who has something to do. How are you getiting 
along with it? 

1iR.HARVIz: I. think I will’ be abe to 
fulfil all requirements except that I have not got a list 
of the shareholders, which I hope will be here in the 
morning. 3 

THE CHA-TRAN: ‘You have your rough estimate? 


MR.HARVI: LT have that, yes. 
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eer LOtkinge. ? 


THii CHALTRMAN: We will put it in in the 


morning then. 


(At this stage the Hearing was adjourned until 10.30 
AoM., february Lath, 1949 \is 
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THE CHALTMWAN: All right, Mr. Plotkins. 
LEON L. PLOTIKINS, having been re- 


called. 
THE CHATRWAN: Have you anything, Mr. Harvie? 
wine HARVIE: Yes, Mr. Chairman, I have a wire, 


Mr. Chairman, from ir. Bronsdon. I have some ad- 
ditional information in connection with the statement 
asked for by the Commission, a rough estimate of the 


necessary reduction on tne part of the Turner Valley 


crude. 
(TELEGRAM PRODUCED HERE WARKED 
AS uXHIBIT "198%) 

THE CHALIG.A N: ~OU Might read it, Mrs Harvie. 

MR. HARVIE: Yes, this is the wire addressed to 


me from iir. H. Bronsdon: 
THis CHAIRMAN: So that it will appear at this point 
in the »ecord who is wr. Bronsdon? 

A Mire Bronsdon is the comptroller of the British American 
Oil Company. 
TH CHAIRMAN : Yes. | 
MR. HARVIE: And the wire 2S:insreply: to: the: request 
made to iar. Woolley to supply a rough estimate of the re- 
duction required in Turner Yailey crude to compete with 
Hastern crude in what we might call the Manitoba market, 
which would appear to be lost this year under the existing 
conditions, the wire is to Bric L. Harvie from Mr. H.e H. 
Bronsdon, reading: 

"Rkrie L. Harvie, Canada Life Building, Calgary, Alta. 
Regarding uxhibit number one sixty five map of 
western Canada showing territories and quantities 


most economically supplied by ast Texas or Illinois 
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"erude would advise that area A representing two 
hundred and twenty five thousand barrels crude 
oil per year would cost additional amount of 
seventy nine thousand five hundred and forty six 
dollars or thirty five point thirty five cents 
average per barrel to supply with Turner Valley 
crude processed at Moose Jaw in place of East 
Texas crude processed at iwontreal Stop Area A 
and A one representing two hundred and seventy 
thousand barrels of crude oil per year can be 
supplied with Illinois crude processed at 
Toronto at a saving of one hundred and fourteen 
thousand nine hundred and twelve dollars or 
forty two point fifty six cents per barrel as 
against supplying with Turner Valley crude fram 
Moose Jaw. 
He H- Bronsdon “3 
MRe FRAWLIY: I thought that lr. Joolley, lir. 
Chairman, was going to arrive at a rough estimate of 
whet the price in Turner Valley should come down to, 
in order to hold that Manitoba area; whether this is 
the same thing and it can be easily worked out I do not 
know. 
THE CHA Ik MAN : That is right, that is what he was 
asked and I am assuming that this can be calculated out. 
MR. HARVIE: In that connection I think it can 
on either of two bases.and it is a matter of marketing, 
and quite an involved problem, to decide on either 
basis. S80 rar as our company is concerned they have 
arrived at no policy that would tell them which basis 


would be the one that they would adopt and that it 


a tA 


ie th Tae eee aaa’ 


“i 1" ‘ i 


“s 
i, i} 
4 
4 
ches 
‘ 
\ 
pe ee a ts 
; rare ay es 
: 
ee 
‘ 
ier 
i 
‘ ¥ 
4 a 
* 
yt 
: 
L <<? 
sin De 
wit 
* 
. 
pe’ st ‘ 
F) 
. <a 
pu: 
Rid 
oe yes, Ah dtle aay 
Bae? pete 
! ‘ Ae x +) 


Ue 


2 Feb Abas li 


; ; - 
B efile te balk acne soca eee ee ‘ 8 
“SAPP, ee haley 
se Bi galt a + i | 
wens fats amie 
2 dag SY 

ote Le SG x 


ase © i 


L.eL.Plotkins 
- 4740 = 


would take some time to do so, »ut this information 

does give the necessary figures which on either of 

these methods Gun be worked out, whichever Commission 
Counsel or Commission Accountants wish to do. 

MRe FRAWLEY: iiy oe a is to make the telegram 
of assistance to the Commission with the assistance of 
Mr« Cottle and I have just been asking him if he can 
translate this into the kind of thing that we thought 
Mre Woolley was going to do and he has told me he can 

do it on certain assumptions: 

THE CHATRMAK: The request was made and this is the 
reply and that is all we can say about it. 

MR. FRAWLEY: Mr. Ghairmen, might I file a short 
telegram now to supplement the information which came 
from the Board of xailway Commissioners in Montana. You 
Wit) recall that 1, yes [can refer you to it, I think 
it can be read to supplement Exhibit "185". The telegram 
is from the Secretary Counsel of the Board of Railway 
Commissioners in iwontana to myself. 

THE CHA TRsidAN; A telegram supplementing--- 

MRe FRAWLEY: Supplementing Exhibit "185", and 
Bxhibit "185" being the telegram from myself to the 
Railway Commissioners in Montana, and their reply from 
the Secretary Counsel and this is a further reply. 


(TELEGRAM PRODUCED AND MARKED AS 
PHI BIe "Leon 


WR. FRAWLEY: The telegram reads as follows: 
"after search of records I do not find where we ap- 
proved pipe line rates after formal hearing rates 
where were approved were merely filed and no formal 
hearing had before approval. Board of Railroad 


Commissioners, John ¥- Bonner, Secretary Counsel." 
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nike NOLAN: L thought lire Bonner was going to 
assist us in another regard, you will remember, sir, 

in his telegram, which would be Exhibit "185" he gave 

us pipeline rates for the Illinois Pipeline Company 

10 cents, the International Pipeline Company 10 cents, 
and the Toronto Pipeline Company 10 cents. He did not 
mention at all the moniana Pipeline Company and I re= 
ferred the other day to lire Gaby's telegram dated the 
2coth of January, 1939, wherein he says that the rate 

on the Toronto Pipeline is 15 cents and I am not clear 
yet, firstly as to what the rate on the liontana line 

is or was. 

MR. FRAWLSY: It would be “wac". 

MR. NOLAN: Yes, was, and what the rate on the 
Toronto Pipeline is or was, because there is a discrep- 
ancy there and I also thought we would be fe ee Bila to 
know whether the pipeline rate mentioned by iire Bonner 
as being 10 cents, included the gathering charge too, 

or whether that was in addition: 

MRe FRAWLEY: Well now you know what I did, in 

my telegram, which is part of Hxhibit "185", my telegram 
of the 6rd I asked for this, I referred him particularly 
to the pages in our Exhibit "140" the Digest of Rates and 
asked him to say, to confirm, I. think E£ asked him to 
first confirm those rates. Well I asked him whether 
those rate had been tne subject of investigation and 
particularly by his Board and gave him particularly 
these references, which obviously should have been 
enough for him to deal with them. He then replied ina 
short telegram saying, which is also part of Exhibit 


"185", "Our tariffs show Illinois Pipeline Company 10 cents 
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International Pipeline Company 10 cents, Toronto Pipe 
line Company 10 cents". I then wired again and asked 
him, there were two things I wanted to know, wkether 
those were rates fixed in any sense as this one here 

is being fixed. 

THE CHATRMAN : The telegram serves your purpose, 
does it not, if there is nothing to the contrary-+-= 

MR. NOLAN: But there is to the contrary be~ 
cause he says in his telegram the Toronto Pipeline is 

10 cents. 

MR« FRAVLEY: Of course we know that, sir, we know 
that it is not related to the rate to carry from Cut Bank 
to Coutts on the Toronto Pipeline. I think ir. Harvie 
has whether that is the rate which is presently being 
used, which is a different thing altogether, this is 
running in another direction, it is running from Santa 
Reite fields and from the Santa Reita wells, is that not 


so, Mr. Harvie? 


MRe HARVIE: I understand so. 

MR. NOLAN: And does it cover the gathering? 

MR. HARVIE: I do not know. 

MR. NCLAN: Down there gathering i8 not the same 


as up here, because they gather from a much larger area. 
MRe FRAWLEY: I think we have to face the situation, 
that the rates in the books will have to stand except in 
such instances as they have been modified by these tele- 
grams. 

MRse NOLAN; Then they do not stand at all, there 
ip not a single rate here, the International Pipeline rate 


here is 16.5. 
MRe FRAWLEY: Well I have just about exhausted my 
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efforts. 
TH CHALTRuwiA : I think, lir. Nolan, in the end, 


even if we had all these rates exactly and with 
certainty it would only be some idea, we have to make 

up our minds about the rate which should obtain here. 
MR.e NOLAN: Quite so. 

THE CHATRiIAN: So I do not see that they are, they 
are of some importance but they are not of such im- 
portance that we would sit over until next week wait- 
ing for then. 

MR. NOLAN: Oh no, but if the Commission felt 
disposed to compare, for example our pipeline with the 
nearest comparable pipeline in lontana, IL think the Com= 
mission should be pretty sure what the rate was down 
there, and not have any doubt about it, but if there is 
no comparison--=+ 

THE CHATRMMA N: If you know of any way of getting it, 
I gather iir. Frawley has used up all his available Lines, 
and I do not know what more he Gan do. 

MR. FRAWLEY; And through telephone calls aiso. 
TH CHATRMAN: We will be very glad to receive any 
more apparently authoritative wives, bo if you can sug- 
gest anything more that Mr- Frawley can do we will be 


glad to do it. 


WR. NOLAN: Apperently there is nothing more to 
dc. ; 
MR. PLOTKINS: There is only cné way to clarify that 


properly and I do not think it has been done and that is 
to refer it directly to the pipelines themselves, surely 
these pipeline companies will give you their rates and 


tell you what they cover. 
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MR. NOLAN: [It was following that idiea that we 
Ccemmaunicated with Mr. Gaby and he says 15 cents. 
MRe PLOTIINS : lire Johnson is the man himself in 


Miontan and he has a published tariff. 


THE CHAIRMAN; what isiir. Johnson's name? 
bike PLOTKINS: Mire Je iJ. Johnson at Shelby. 
THs CHATRMAN: send a telegram and ask him. 
MiRe HARV: Mr. Gaby's wire igs 15 cents, which 


Perexno  1ok 


THE CHA TRAN: But wr. Nolan has raised a question. 
MR. NOLAN: Only because Mr. Bonner said it is 
10 cents. 

MR. HARVIL: That ig in a different way. 

THE CHAIRMAN: dhat you want to know is the ola 


rate when these conditions were somewhat comparable. 


MRoe FRAWLEY: Yes, that is it. 
THs CHA TRMAN: nix. Plotkins says if you wire to 


Mre Johnson we will be able to get a reply stating ex 


actly what it is. 


viRe PLOTKINS: And ask him if it includes gathering. 
MRe NOLAN: Perhaps you know. 
MR. PLOTKINS: well I know but I did not know 


whether you wanted to take my word for it. 

* MRe FRAwLDY: dill bir. Johnson give me the pub= 
lished rate on carriage from the Cut Bank field to 
Coutts through the Toronto Pipeline? 

A He hel give you the rate that existed when they did carry 
ané he will give you the present rate amd tell you where 
it starts and where it finishes and what it covers. 

Q THE CHATRuAN: What was that rate? 


From Cut Bank to Coutts? 
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Yes. 

a0 wa 8 15 cents and it covered gathering and transport-: 
ing to Coutts. 

MR. NOLAK: | Perhaps bir. Plotkins can help ug 

on these other things. 

THS CHA km An: You Know that from personal know- 
ledge? 

Yes. 

You have shipped oil? 

Shipped oil, no, I did not personally ship oil over that 
line but £f am familiar. I bought oil in Cut Bank and I 
compared the trunkline, I mean the pipeline shipping 
rates in connection with shipping by rail. 

In your business you had to investigate this? 

Yes. 

And you found them 15 cents at that time? 

Yes. 

And that incladed gathering? 

Yes. 

ike NOLAN: Then may I ask, tir. Plotkins, with 
your permission, what was the Internationgl Pipeline 
rate or do you know? 

The International is the same. It is competitive with 
the Illinois Pipeline. In fact all the lines are com= 
petitive, when they run to the same point, from the 
fame point to the same point. 

Now the International runs from the Cut Bank field to 
Sunburst? 

Yes. 

And what was the rate? 


I cannot say as to that. 
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Q What was the Illinois rate from Sunburst to Coutts? 
well there is not a rate from Sunburst to Coutts, there 
is a rate for gathering and shipping to Coutts, that is 
gathering in the Kevin-Sunburst field and pumping over 
somebody else's line to Coutts and that rave has varied 
and the last time that I know of it was 10 cents. 

Q And did that include gathering in the Eevin-Sunburst 
field? 

A Yes, all these rates included gathering. 

Q And did the liontana Pipeline have a rate too? 
The wiontana Pipeline was only a part of a system and if it 
had a rate it wae an inter-pipeline rate, in other words 
it was a rate between the pipelines, the companies them= 


selves, not a published rate. 


a Do you know what it was? 
No. 
Q MR. FRAWLEY: iir. Plotkins, was there every a 22% 


cent rate from any place to any other place? 

Yes, in the earlier days there were higher rates. 
From where was that? 

That would be from Cut Bank to Coutts. 


On the Toronto Pipeline Company? 


> © & © & 


I would not say it was on the Toronto but F would surmise 
it would be on that line as well as others. 
Q So that the Gomnission will understand, looking at ixhibit 


"183" there were norma lly two .ways of getting the CLL? 


A Yese 

Q Getting it from the Cut Bank field to Coutts? “ 

A Yes. 

Q Cne would be direct on the Toronto Pipeline Company's 


Line? 
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That is right. 

And that rate you say, when it was running, when that 
line was running, was there, was 15 cents? 

Yes, that is right. 

Including gathering? 

Yes. 

And was oil being helt for the British American Oil 
Company or several others? 

Was oil being pumped for the British American O11 Come 
pany over this British American Line? 

Yes? 

Oh I expect so. 


E mean far others as well? 


“Oh there was for others but it was a very small amount, 


practically you can disregard that phase of it. 

It was for the parent company? 

Yese 

New the other way of getting oil from Cut Bank to 
Coutts was Eastward through the International Pipeline 
to Sunburst, to the International Refinery at Sunburst? 
The International field storage. 

The terminal of the ehieaanbdenun Line at Sunburst? 

Yes. 

And then through the connection to the iontana Pipeline? 
The ontana or the Transit and Storage. 

The Montana and then the Transit and storage, to Coutts? 
Yes. 

And the rate you say was competitive? 

Yes, that was competitive and that was the way that the 
Imperial shipped its crude because it was International, 


it was Texas Company crude, so they naturally benefitted 
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by the novement. 

In other words when the Imperial wanted to ship orude 
from Cut Bank to Coutts they would go by the Inter- 
national to Sunburst and by the iiontana Line? 

Their own line frcm Sunburst. 

And that rate was 15 cents? 

wiRe NOLAN : And the book, Exhibit "130", page 
49, says the rate for that carriage was 16.5 cents ef- 
fective July lst, 1937? 

Yese Well now I can explain that. The pipeline at that 
tine, both pipelines made a charge of 14 cents for load- 
ing tank cars and at that time being the Imperial was 
mostly using Cut Bank for its Regina and Calgary oper- 
ations it had to be shipped and I may be wrong but that 
13 my impression, I know that the rate of 13 cents for 
loading expense was charged because that is wiat we had 
to pay but I do not know whether that rate included that 
or rot. 

wAJOR LIPSETT; What did that loading include? 

Just loading it into tank cars, the International, I 
mean the Illinois, does not make any charge for load+ 
ing but the Imperial and the British American 8aW 

fit to make a charge and they did make a charge. 

How did that service of loading compare with the load+ 
ing which is done at Calgary? 

iixactly the same service. 

And they charge 1$ cents? 


1% cents. 
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LeL.Plotkins. 
TH CHAIRMAN: Is that all now? 
Mie FRAWLEY: Yes. 
THE GHATRMAN: Mr. Plotkins apparently 
hes covered what you got from Mr. Johnson. All right, 
Mr. Plotkins, proceed. ‘When we rose we ie dealing with 
Bxhibit "L756", end it was thought advantageous that you 
and Mr. Coultis should discuss it before we went on 
this morning. 
A I did discuss the matter with Lr. Goultis, and I have 
not had an opportunity of seeing him this morning, to 
see if the suggestion I made was acceptable to the Imperial 
Gil or the Royalite Pipe Line Company. 
ges) GOULTISS . tte could not come to an 
errecient, Sit. 2. did .some trading,. or offered to, do 
some trading. Wr. Plotkins offered to trade me Number 1 
Buna Number * tor lhymber 3. But i,find 1] carnot agree to 
that. 
Q THs CHa Data Ns It. is gx Dit Bo 7 
Ma. KOLA: Yes, Exhibit) "Es". 
Oya CRATALMAI: Yes, bxr.Goultis. 
Re COULTPIS: | Number 1 is the guarantee of 


dak Gacy, and Number 7 the reimbursement for the gauger, 
Number 4 iteis is the point whore I agreed to tap the line 
and supply the valves and all the necessary expense for 
making the connection and I asked that lixr. Plotkins come 
to that point. He is agreeable to do that, and thinks 

it is fair providing ve delete lumber 1 and Number 7. 

pe ae eT ea ee Number 1-does not mean very 
much to you, does it, as long as you have his assurance 


about it, There vas some discussion a long time ago about 
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whe t form this guarantee was to take. If it means a 

bond of a Security Company or cash or government bonds, 
that is one thing. If it merely means a letter or a 
covenant in an agreement tht he will take it, that is quite 
another thing. 

rR. NOLATM: My instructions are that 

it means he must agree to take 150,000 berrels. If he 
does not té!:e 150,000 he has to pay for 150,000 being 
transported, depending alvays on the ability of the field 
to produce that much. In other words we would provide, 
ir. slotkine could not get that amount of oil, ‘then 
we would put a clause in the agreement to relisve him 
from any penalty in the event of there not being the oil 
to provide an amount of 150,000 barrels during the yoar. 
‘lé think that is fair. But if we are going to tap our 
trunk line there should be a minimum and it should be 

a minimum that has to be considered seriously by the 
person for whose benefit this trunk line is being tepped, 
and that he should be prepared to take that amount and 
the penalty clauses are only being put in the agreement 
for the purpose of enforcing performance. Mr. Plotkins 
himself does not think there is any danger in the world 
of his requirements being less than 150,000 barrels. 

The letter he vrote to Mr. McLeod, which is marked as an 
exhibit, I understénd in that the figure of ,200,000 
barrels was mentioned. There is another point that will 
have to be threshed out at the same time, and that is the 
question of whether this tapping of this line is to be 
for the purpose of supplying the refinery requirements 

of Mr. Plotkins, or whether it is for the purpose of 


enabling Mr. Plotkins to set himself up as a jobber of 
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erude oil. Now that raises twe more points. Firstly, 
Mr. Plotkins has certain production under contract 

from a well in the Valley. £L do net. think Ut gsvany— 
body's business what ig. Plotkins does with that oil. 

He oen refine it or sell it or dispose of it in any way 
he likes because it is his. it. is his legal property. 
But when he is buying oil from the Pipe Line Gompany he 
is obviously going to resell that oil and if he takes 

the position of a jobber at a profit - there is a contract 
in evidence, it is the Sunburst econtract and it has a 
provisicn in it thet Lr. Plotkins will be entitled to a 
commission of - I do not want to speak from memory on 

it - of 80 of the sale price. A commission at the rate 
of 8%... Now rightly or wrongly, my clients are fearful 
of a situation arising in the future in which they may 
be invyoived.: That is, that if we are in the years to 
come exposed to such another Inquiry of this kind, and 
we find the independent refineries coming in and they 
are complaining about the price that they have to pay 
for their erude in order to compete, and we find that 
they heve to pay what iir.Plotkins has paid for that 
identical erude plus the commission which tir. Plotkins 

is going to aad to that laid down cost. they are 

going to have a good deal to say about my Company lending 
its efforts to keep the price of crude at tle t almost 
prohibitive figure, because if they trensport it over 

the pipe line to mr. Plotkins, they get their wheck out 
of it. Then Mr. Plotkins will add a certain percentage 
to that on the resale as @ jobber, and that will be 

added to the price which they have to pay for their erude 


in order to do business as independent refineries. I do 
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ee a 
not think that argument could apply to Mi. Flotkins' 
own crude. That must be his to do what he will with 
it. I am only pointing this out to show the difficulties 
that exist in reaching some conerete agreenent. Butt 
said yesterday that iir. Sweeney had been set up to 
negctiate, and I am told again today that my clients 
feel that they could still arrive at an agreement with is. 
sweeney; if he will be put forward as the person to 
negotiate with us, an agreement that will be fair to both 
parties. The arrangement was, Sir, that we do that, 
in good faith, and then come to the Commission, through 
Commission Counsel and inform the Commission as soon as 
Mir. Sweeney comes back, whether that is possible or not. 
Intense ‘Commission is rid of it, that 1s “fan 
agreement is come to. If there is no agreement come to 
I suppose it is for thse Commission to say whether what 
Ve propose fand ‘offer to tir. Plotkins is fair’ or unfeir.. 
4@ are content to leave that with the vommission. 
Poe GOP Woolen LiPo Tt: ive olan, I do not guite 
follow you. How would the Imperial be affected by 
competition from tir. Piotkins selling crude as a jobber, 
if he is getting 8% on top of the field price? How 
could that competition affect the Imperial supposing he 
did do that* | 
SONORA I am hot speaking of | 
conpetition. I am speaking of the independent refineries 
and what they might say about the price they have to pay 
for their crude, 


Hie COM PoolOn ce Lae Oart : The Imperial. could still 


sell it to him at the posted field price and cut Plotkins 


Out. 
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LeLePlotkins. 


LR. NOLAN: I understand Mr. PlLotkins 
wants to establish a crude oil jobbers' commission 
business. Now that is something quite different from what 
we call refinery requirements. 

Mt. COMMISSION LIPSsTT: Supposing he did, would not 
that be all for the benefit of the pipe line‘ 

It, NOLAN: It would. The pipe line 


would have so much tore run through. 


FR. COMMISSIONER LIvsstt: Through put? 
MMi -HOLAN: Through put. 
Roe GO Meo lOV oe LIPSsTT: That is just a factor as 


to Whether it is Taires.seo- 

WR. NOLSN: AS is pointed out to ne 

the oil that Mr. Plotkins would distribute as a jobber 
would not necesserily add to the number of barrels that 
would go through the pipe line, because one might suppose 
thet the people whom he supplied might be supplied in 
some other way with some other oil. It is not increasing 
the market in other words. 

le COMMISSIONSR LiPset?ts But you compel him under 
Clause 1 to teke 150,0v0 barrels. Now the competition 
might be so intense that a small refinery would not be 
able totake that. Then you say on the other hand he 
must pay for it, whether he tekes it or not, and he 
cannot sell it to anyone else. \iould not that be the 
effect of the clause as you suggest: 

aoe NOLAS Te. Yes, he would but that 
reises the niin of whether it is refinery requiremente 
or a jobber's business. 


VR. FR UGEY: | I submit it is the two 


SEN 


clients struggling in my learned friend's mind and 
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LeL.-Plotkins. 
he wants to do all he can for both of them. 
MK. LOLA: You are not doing much 
far Saeney Of them so it is) well thet” Tdo- 
MR. HARVIG: I happen to have only 
one client struggling in my mind at the moment. I 
That Lu is. a very Serious situation if it is’ not dealt 
with very carefully. I think the seven points is this 
BXHLibiIt areeweeees 
THe CHAIRMAN: You seem to be very 
doubtful about us, lir. Harvie. 
MR. HSRVIit: iL eerte iniy do Not. wernt. to 
Sis OY and later regret that I have not said Something. 
iI think the seven points or some similar type of points 
are really essential in the industry to protect not only 
the pipe line but other customers of the pipe line, of 
which we are one. I think it might be as well to, as 
I am sure the Commission will, read the Sunburst 
agreement with lIir. Plotkins, and just see how it does 
work out and how it might work out. 
MR. COMMISSION:R LIPSET?: It looks like a case for 
negotiation, but from the pure pipe line point of view 
it does seem that if you had a dozen jobbers and if they 
all were trying to push more through put through the line.... 
MR HARVIS: I do not agree with that. 
I think the market is shown as so many million barrels 
for the “estern Canadian market, whatever it may be. 
Now whether fiz. Plotkins sells lj and we sell 1%, or 
whether tir. Plotkins puts us out of business and sells 
the 2% it does not increase the market or the through 


put in the line. 
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had 20 mén advising farmers to use trsctors and others 
to ifse motor cars, that would not increase the market? 
Rae HARVIG: No, i think if those 20 
msn went out and financed the farmers to buy; that 
might do it. 

“uR. COM ISSIONss LIPSETT: oY. Plotkins might think 
of doing thet. 
i:.R HARVIEs Then he should be in the 
implement business rather than the oil business. 
WR. COMISSIOLER LIPSETT; Le Ghinkwiti ie. UCouLt is 


could get together with lir. Sweeney..... 


“MR. NOLAN: Lian very hopetul wot. it, 
. SEN 
THE CHAIRMAN: Ve did have an estimate of 


the cost in connection with the tapping of the trunk 
bine. | 
eel Mua Oli) LEP Oa Ts lLir. Coultis put that in 
as 3700.00 to $900.00. 

Miss COULTIS: That is right. 

ie GO tos fOr LIPSsTT: Could you give us an 
estimate of what the refinery has to do under this clause 
or hat would be the cost of thatt 

MR. GOULTIS: 1 aid give you a figure 
that would compare with the figures on terminal tankage, 
supplying new material, the line buried deep, as I would 
put it in. low possibly ix. Plotkins would not wish to 
go to that much expense. That would include two coatings 
of asphelt and wrapping, which, if the line was not going 
to be in there for many years, might not be necessary. 

He may not feel he wanted to bury that line as deeply 


as I would put it, so that he could pick it up easily. 
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I ask for 4 inch pipe. Mr. Plotkins favours 3 inoh. 
I am only asking for thet diameter of pipe for two 
reasons, one is to hurry the shipment, mske it as short 
as possible, which would cut down the gauger cos t, and 
allow me to keep the line operating to other refineries 
it there are other customers during that’ "pertod, “or not 
interrupt it any more than is necessary. The other is, 
ose, uueyaurner Valley oi1 is very high in*pararrin 
wax. I assume ttt tht will be a dead line a great 
deal of the time. Wow the question will always arise 
during cold weather as to "Can we start the fiow again 
of that oil"? on a 4 inch line I hope we would have a 
core of semi-fluid oil that would move and allow us 
to get back in operation. That is the reason for asking 
for a 4 inch line in preference to a Sualler size. Ne ain 
I consider my {$1700.00 permits me of doing a first- 
Glass job in burying the line as deep as I wish to go. 
Now if you alter the picture you cen do it probably 
2290.00 to 3300.00 cheeper. 
Poe CoA LRH its ALD Tient. tae Pl otkine. 
Q Mie ite Loy: You are putting in an 


exhibit, this motning’ 


Hs 


Yes, 


In answer to the Chairman's question last svening? 


2 


Yes. 


> 


C Now just describe it briefly’ 

v.) It is a statement showings the basis used in arriving 
at an estimate of rates required by Royalite crude 
pipe line system to transport 6,000,000 barrels of 
crude from Turner Valley to Calgary terminal, and 


amortize the investment as estimated; pay 8, on 
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LL. Plotkins. 
capital; and provide for Income Taxes, opereting and 
Maintenance Costs. 


STATILGNT IN QUBSTIUN IS Nov 
MARKO UXHILIT "200", 


TH? CHLIRMAN: Mir. Nolan has a copy has he? 
like NOLAN: Yes, I have, my Lord. 
Ik. PLOTKINS ; To review the points that 


Mr. Nolan has brought out, which probably are well 

taken. I will take them in order as I recall them. 

In the Sunburst contract it is provided that I am to take, 

I, as the refinery, contract to teke the whole of the 

production of this well, and as our refinery is only 

committed to refining and supplying its normal market.... 

TH! CHALTRMAN: May I interrupt you before 

you get lost in that, to ask you where is that book we 

were going to mark so we could have it available to us. 

| Book "Accounting for the Petroleum 

Industry" by David F. Morland, As- 
Sociate of the Institutes of Chartered 
Account@nts of Hngland and ‘Vales, and 
raymond ‘/. iexse, member of the 
American Institute of Accountants, 
published in 1925, is now marked 
Fay. plage FMR 9 8 Suede 

THs CHAIRMAN: I am sorry to interrupt 

you, tir. Plotkins. 

fiw FLOLTKLNS: As it has been our policy 

to not force the market, in other words, in order to 

deel intelligently with the remarks of statements of Mr. 

Nolan, I am going to have to go into, somewhat into the Mare 

keting end also into the production, because he obiects to me 

doing this or doing that. It has been our policy to 

only refine what we can sell. In other words, until the 


time that we contracted with the Sunburst we had never 


contracted to take irrespective of our policy to sell. 
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In other words, we were always ina position to shut down 
our operations end wait till the market or till we could 
profitably refine and sell. That was an assurance that 
we would not go under financially. Eow, when the time 

came that we were able to make connection in Turner Valley 
ee im orcer to meet the terms, the contract terms of the 
Imperial Oil and the british American, and be successful 

in acquiring some connection, we had to undertake, at least 
tO Confort ‘ourselves and underteke to take at least what all 
of the companies are contracted to take, that is the pro- 
rated amount, and also undertake to place that Company 

ina better position, if possible, and that is we 

undertake to market the crude for them, the surpius 

over and above the amount that ve would feel we could 
profitebly refine and market in our normal marketing 
territory. Wow to do that this company demanded that we 
puareantes peyment, not only for all we purchased for our 
own use, but what is described in that contract as surplus 
sales. They said "Ye do not care, we do not know anything 
about this buSiness of selling crude. If you sell to anyone 
you see fit, we want you to pay us on the 20th of the 

month and we do not care how you do it." SO order 

to guarantee payment, being there is a risk in handling 
erude, we have to transport it at our own risk, we have 

to load it and we have to sell it, and we have to go out 
and find buyers, and we have to take our chances on 
collecting the moneye Wow, I asked and it was provided 

for in that contract that in consideration of performing 
these services aS a sales organization for this company 


that we would receive Bio of the price, the pipe line price, 
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With a minimum of 7$ cents a barrel, so that we would 

at least cover our costs of acting as sales organization 
for this company. Now the reason we did that was this 
company would not Geal with us if there was no advantage 
over and above signing up with the British American or 
Poe .Mperie, Oil, if we'were only going’ to contract. to 
take the allowable, well, why deal with us? There is 
certainly more chance from a financial standpoint in 
dealing with a small company with Limited resources than 
taere Would pe for the Same producer to deal with an 
organization such as the Imperial. Having that in mind 
the producer is going to take the line of least resistance, 
take the least chance, and unless we could show him or 
contrect to show him some benefit, to give him some 
benefit, he 18 not interested in contracting. Now that 
brings up another point that Mr. Nolan has bnought out, 
the fcar of his company that our company will set itself 
up as a jobber. Wow there is more than What appears on 
the surface there. It relates again to the production 
problem. If we were so successfully market a quantity 
of crude oil to other refineries, we would then be in 

& position to go into Turner Valley and contract for 
more wells and gradually bring about a condition in 
Turner Valley where thsre would be an open market. 

Why? Because the average producer has in mind and 
hopes that some time the Conserv. tion Board will change 
its policy and will not restrict production, and they 
are all, the independents. hoping for the time that 

they will be able to market more of their crude as 


against somebody else's crude if they can develop more 


of their holdings. 
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MR. PLUTIKIS: Now, by the Imperial imposing 
the condition th:t the independent refiner or anyone, 
I sm not setting myself up as a seller of Crude. thay 
condition tends to perpetuate the coditicn which now 
exists in Turner Valley, and that is what Mr. Nolan's 


comoany means when thcy say "We will compete in the 


markez.." 

Now, there is another aspect 
Uo Gets 4f 1 have made a contract, = 2s L have made a 
contract with the Sunburst, - it is nrovided in that 


Goaitract if I find-a buyer in manitoba, for instance, 
weeearea, 1 Which the B. <A. - the. l.icerial chooses 

not to. go in, and I am able to make satisfactory arrange- 
Mients: With that buyer, tht contract provides that I 
Will, that the company will permit me with their 

Poproval yo tower the price, the existing Tield price, 
and meet that competition which in turn again makes 

Por’ a, Tree Market. Now, that is, without going into 
further details, what is back of the mind of the 
imperial, VFl. 

Now, there is another matter, 
if 2eipoly ahat refinery in “enitoba with «rude at: tic 
prices eommarcble with other crude, tat it cn import, 
itan turn Gs in & “osition to protect itself agcinst 
any play by the Impnericzl or sritish a vcrican in the 
tank Wageon ~rice, th:t is the retial price, tat "the 
products are sold at in th.t particular territory 
because then the [oiepial or the Bed. Tse Borger in 
a position to control the spread between the cost of 
manufacturing and the sale price, where otherwise if 
they had the power which they have at the present 


time of seeing th:rt no crude reaches any particular 
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market except on the price which tuey hove set, then 
they control the refined cost of products to any 
particular refinery in the ‘estern Canadian market. 

Now, that is the problem of the independent, to prevent 
the major cou..panies from setting his costs and his 
selling price, because any time they choose to squeeze 
the two together, we «re squeezed out. Now, we have 
heard all of the witnesses, both for the Imrerial and 
the B. A. have told us, thst there is absolutely no 
relationshin between the cost, the pipeline price and 
fee Sselting orice of the sroduct because the crude 
finds its own level in competition with other crude. 
erat 1S also true 2bout the refined marketing -rices, 
they tind their own levels in competition with other 
fields, so that there is of necessity no relationshin 
hetween the cost of refining and produciig a gallon of 
gasoline and the sale price that we are able to get in 
the open market, but if we investigate and find that 

the major companies are able to influence or nominate or 
dictate those ee then we have a North American 
situation that permits the companies to use the North Anm- 
eriean continent as one commercial entity and to disregard 
various tariffs, disregard laws, and create conditions 
to suit themselves and that is exactly my submission, 
that is why it is very hard to speak of this pipeline 

in ieeeaes If we h2d started at the crude producing 
end we would have had some »nicture of the problems and 
the conditions tiat éxist in th~t end of the business 
and that would have helped us to anpreciate that, the 
position of sroduction in relation to the piveline. 


ie are now, we are dealing in the middle and without 
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knowledge of both ends and it is difficult to have the 
Commission appreciate the problems of the independent 
refiners such as ourselves. NOW, there is no intention 
in that contract for us to increase the price, because 
1c is self -evi dent that Hovreriner isl going To.cay iis 
any premium. If we want 8% more than he can get it 
for in the market we are certainly not going to sell 
any crude. There is no doubt about that, so that I have: 
to, if 1 want to sell crude, put myself in a position. 
to sell at the same price, and the advantages that the 
imependent refiner in ifanitoba or Saskatchewan can 
derive from dealing with us would be many; the main 
advantage that he would not be buying from his own 
mOMPetI tor, that is one advantage,. and a big one;. the 
feo Seuie tiore, would be no strings or conditions 
Speaened TO.the sale of the crude, Wwe would sell the 
Sune fo what vorofit we could make and wh-tever 
advantages we could derive in getting more crude pro- 
duction ic Turner Valley; there would be other advintages 
in that we could co-operate and help to bring about 
conditions thet might threaten the supremacy of the 
bigger companies in forcing or enforcing local prices 
in any one territory, so that what Mr. Nolan's company 
is disturbed about is true, the danger there might be 
in independents finully buying, finally acquiring 
sufficient production in Turner Valley so that they 
would no longer be the main factor in nominating or 
dictating the field price. Now, that is the objection. 
Wow, when it comes to Mr. 


Coultist phases, I have submitted to him a proposition 
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where I said I am willing to invest $1500.00 or $2,000.00, 
because the estimate thot Mr. Coultis has submitted 

was only for pipe Up "to ‘Our property Lines * Lt a ‘am 

to Put up this pipe from the valve of the trunkline to 
our refinery tanks, I estimate the cost at approximately 
$2,000.00; now, 1 said to him if I gamble $2,000.00, 
*You peoole should gamble five or six or seven hundred 
dollars;" there wijl be the assurance that 1 am not 
Pike iy ito wut in or’ Spend o2/0C0.00 Pr TP have “io intention 
of taking the crude. NOW, another thing I pointed out 
to him that I have no other crude supply and, at least 
POG) wos Yeats. «.. 

Te: CHAT RAN ? That $2,000.00 you speak of 
tov. your sorop erty line on? 

No, from our tanks to the valve. at the junction of the 
trunkline. 

You say you are prepared to cover that expense? 

I am prepared to cover that expenditure but I asked for 
one condition and that is that the pipeline allow me one 
or two cents per barrel on the throughput so as to 
amortize that investment to me bec..use I consider that 
the only reason I am offcring that is as a compromise. 

T feel that it is a function of the Royalite pipeline, 
if they are a common carrier and under Government 
regulaticns, that it is their duty to supyly us with the 
necessary facilities, if we are an industry and an 
establsihed industry with a throughput that will give 
the pipeline a nice income year after year, but in order 
to bring this matter to a head, so that it will finish 


some time, I suggested these offers, and so for, you see, 
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iy. Coultis is absolutely Willing and reasonable to 

eome to some arrangement but these other matters is 
what is holding it up and that is when I said that Mr, 
eLeod had to communicate with Toronto, tht is what 

I meant, that these other matters are not subject tp 

Mr. MeLeod's decision, they are subject to the cecision 
uf the president or the vice-president of either the 
Jmperial Vil or the Standard vil of New Jersey because 
they are iffecting the complete Yiorth smerican competitive 
picture because if the Standard Oil of New Jersey loses 
wie ability to nominate prices in the main’ field “ of 
lorta werieceny.if it Loses it in Turner Valley,’ 2% 

Wi in turn gradually lose its power over all of the 
Nort uanerioan fields, so that at all costs, and that is 
my experience, and Saying 1. aedvisedly, the Standard 
Oil of New Jersey will m ke every erfort to maintain 
their position in Turner Valley. ‘Now, I believe that 

Ho Lcrerieat hes no Tight.... +... 

Pon aL row: Mr; PLObTAINS, Jjusv oO erore vou 
pass from that, as 1 understand your suggestion now, 

ta uhey reine Rovelite Oil Company will! ineur the 

Cosy a the “Sei nline? 

Yes. 

That’ is’ the “seven or nine hundred dollar cost? 

Yes. 

Then you say as to the cost of making that, carrying that 
to your refinery, you will put down the money for that, 
this fourteen or seventeen hundred or two thousand dollars, 
you will put down the money for that in the first instance? 
Ii waad purid “the Line’. 


Build the line? 
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A Yes, build the line. 
and then you would expect that money to be amortized 
Over some reasonable period by a rebate in the pipeline 
Tate, a cent or two cents? 

A Yes, in a reasonable period, the throughput would govern 
thet; im other words’, if we took 150,000 barrels through 
that line in the first year at a cent a gallon we woulu 
get back $1500.00, a cent a barrel, and it would soon 
voy Lor aitselr. 

q, Then as soon as you got your money back you would revert 
to vne Original pipeline rate, whatever it would be? 

A Yes, and we would owm the line, that is, 1 would not give 
the line to the pipeline, being they were not good 
enough in the first place to put it in, they would not 
take any chance and all 1 am asking to do is to temporarily, 
to cover that cost, to rebate to us or to allow us, that 
is what is done in connection with pumping in the United 
Spaves,, ang’ t do not see why it cannot be ‘done here, 
to allow us when they render the bill one cent allowance 
for the pipelines. 

Q If you got that done then you would be in exactly the 
same position as the Imperial, you would have a pipeline 
Into, your, refinery? 

A Cha Vas Orr ect. 3 

Q MR HiRVIE: dust on “that, Mea loteins,, 
do I understend that you say under that Srrangement you 
would own the line at the end of the period? 

A Yes, Ll say if I em going to put it in. 

Gi, Would that not be giving you an advantage over other 
customers of the pipeline? 


A xO, it would be trying to impose conditions. 
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Q Other people getting tre same service through the line 
free of charge? 

A That is because they will mt take any chance and, as you 
know, if L am going to put up the money and tke the 
chance I feel I should be compensated. 

y I aa not arguing over thet but I do say this, if we are 
a large custamer of that line, we, in some place in the 
rate, would be paying for that line? 

No, 

Q If you got the same service and at the ee owned that 
line without paying any additional rute? 

A In fact, Mr. Hirvie, would it matter if I owned it or 
whether the King owned it, so long as it was in use? 

Q You would get thet benefit anyway? 

A a would hve the salvage value if some day I chose to 
use another pipeline if it Was available and that is all. 

Q Lou! 5h UP se ig Tre absolute comparison, | 
suppose, would be if the Royalite saw fit to spend the 
whole money in putting it into your property and charged 
you tne ordinary rate? 

A ia LS erent. 

WR. HARVIS: I presume in that case the 
same would be done with every other refinery? 

MR. NOLAN: That has to be borne in mind, 
that these conditions are being made applicable to 
anybody who wants to tap the mein trunkline. Now, what 
is done for one must be done for all if the conditions 
are to be enunciated, it has to be with a view to what 
we are to be compelled to do, not for Mr. Plotkins but 
for everybody else who wants to tap the trunkline. 


MAJOR LIESETT: | Lao note tink, Nir.) Nolan, 
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there would be any question of this Co.z:ission trying to 
compel you to make any capital outlay like that. I 

think, with reference to ifr. Plotkins at the moment 

it would be a matter of arrangement, he suggested, I 
understand, t#o alternatives; correct me if I am wrong, 
one is that ycu nut up the money for the connection to 
Youn, own, refinery 

Yes. 

In which case you would expect to get that amortized by 
Sone Yeduction out. of the rate? 

Tet Veorigat, out of the rate, yes. 

“i the other hand, if the ibyalite saw fit and preferred 
to. Spend the money and have the lines to themselves, then 
you, WOuld be Willing to pay the full rate, wh tever it 1s? 
shat As ah. 

MR, BRAWLEY : 4nd the Royalite Oil Cpmpany 
would amortize that beck, that :dditional expense out of 
the rate? 

Oyu Of the rate, certeinly. 

MR. HARVIE: in short, Mr. Plotkins, you 
might explain your position, that your suggestion would 
be that any verson who wanted to tie in on the line and 
canply with the conditions, that the other refineries 
would get an sllowance of one or two cents a barrel 

UNtiE they got their capital back’ 

That would devend again on conditions or if the conditions 
were the same, the circumstances and conditions were the 
Ssame,in another case L suppose that the same. conditions 
should apply but I was given to understand definitely by 


the Commission thet I was to make an arrangement with the 
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Royalite and it would not necessarily apply to everybody 
elsa. Now, 1 may be wrong, but that was my understanding. 

Q Vie CHal Rian : The only suggested difficulties 
at the moment are with you and that is why I wondered 
if. the Royalite and yourself could come together. when 
toe omes to fixing ¢csnditions of tapping pipelines 

generally then that applies to everybody? 

A averyboay, yes, that is what 1 mean. 

Gy If you arrive at a private treaty there is nothing for 
this Gommission to concern itself about, because nobody 
else has raised-any point about it, but if you do not 
try, ell wient. 

MR. NOLAN: z% do not think this is the 
place to negotiate it, sir, if 1 may say so. 

THis CHALRMAN ; Uh NO, ioe, a6 enl, 

tive NOLAN | Br. Coultis Wants to make one 


observation, and Il am sure he may With your permission. 


TH.» CHalRMaN: Yes. 
Sabino. sOOULTIS:: Lip. Commissioner, when i¢ 


eene se ~toebhe point of laying these different lines to 
different consumers in the gity or at this end of the 
trunkline, for many years I have dealt “ith companies 
in Turner Valley and probably all of them and I have 
endeavoured in every way to treat each one on the same 
basis and I am very, very much adverse to putting a 
connecting line into this refinery for the reason that 
it does not matter what condition it is put in for 

Mr. Plotkins, whether at my expense or not, I feel that 
any man who later comes to the pipeline for oil and 


has an equal right with the Lion Company ta obtain that 
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oil, he would, therefore, demand that I lay a line, 

which would mean going through settled sections of this 
Gaby Mr. vlotkins' refinery is in the Meadow Sub- 
division. It is a short line. If the line was amortized 
on his plan IT would probably end up at the end of the 
first year by havi::g a line there and nothing to out through, 
buried in the ground with a large investment that we 
Could natreciaim. iI think it is only fair, sir, thet 
heey, Come Nali-way and meet the conditions. i. will. do 
the tapning and take a chance of losing the expenditure 
ON Tne valve and the equipment and the labour but LI 

think the refineries should come to the trunkline, and 
that would be fair and equitable to alk. 

MR. FPRswLiy : My... Couktis, 1 was a Little 
bothered about this, in the Valley you go out and gather 
the oil? 

Sie | Ia, 

90 that your function is actuaily to gather, to transport 
and to deliver, generally spezking ? 

To terminal tankage only at the present tim. 

»4 the present time, that is true? 

Yes. 

Now, in the gathering end you hive, it seems to me, quite 
a Gifferent oolicy, you will spend any reasonsble amount 
of money, as indicated by the Home-Millorville the other 
day? 

,ee 

You make a capital investment, go out and gather in that 
Home-Millarville oil? mri 
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and yow promptly and properly put that into your expense 
and you amor ti ze that back? 

With the expectation, sir, that I may have many wells 

on that piece of line between the Foothills 1 well and 
the Home well. 

Yes? 

That is a big expenditure to make for one well, but no 
Qa 2ubT. dacer, that line is built with the function of 
earrying & great deal more oil than any one well can 
produce or would be allowed tt produce. 
ferevtevywelh near in, if you Like, near im. you would 
not hesitate at all if the Anglo Comnany to-day asked 


you to come out and bring in their latest well, and, 


pemnaocs, you have already done it? 


Wow, ail 1 am Saying to you is, you do. not hesitate to 
do that, and you are not running any risk because you 
get that back, you amortize that immediately in your 
expenses? 

tha Ve wien . 

4nd that is the consistent policy; now, what I am troubled 
about is why, never mind about Plotkirs , but anybody, 
why do you not hold yourself out to do the same thing 
at the Calgary end as you do at the Turner Valley end 
and make ths expenditures and put it in your rate base 
and amortize it? 

I have no assurance whatever how long he will take oil, 
I have not asked that Wr. vrlotkins guarentee to take 
oil from that pipeline through aa Huser OL years. 

But you ere amortizing it, that is what we have been 
talking about for weeks, that is a proper capital 


expenditure, and you could include it in your rate base? 
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Uyer what period, sir? 

Uver whatever oeriod you like, that is getting into 
another question? 

i would want to amortize it in a year. 

The regulatory body might not think you should? 

No, possibly not, but I would have no assurance how long 
they cared to take delivery of oil from that pipeline. 

You would amortize it generally, I quite agree if the 
company you were sup*lying did not have enough oil, 

that somebody_else would have, that is the point Mr. 
Harvie was making, but you would amortize it in your rate? 
Yes. 

Pm doubt about that, you would not bewrunmning any risk 
SOUL Se yuing your money, back by putting in this 
Scopection ond if there is,,.1 would like. To know about in, 
00 Toy see, it at the moment: 

Supposing he took oil for six months and decided that he 
did not want to transport any more. 

Exactly, let us suppose he only took it for three months 
and then there is your line, it is gone into the rate base 


Sua you sre getting it.out of your 1S cents, or l2 cents, 


‘or 17 cents, whatever is allowed, amI1 wrong about that? 


It is a loss. 

But you are amortizing it, 1 do not care what you call it 
so long as it is an expenditure that you are allowed 

to amortize? 

Well, you are practically getting, t am talking operation, 
sir, that is cetting into accounting, and I am not an 


accountant. 


MAJOR LirSawrrt ;: Well, Mr. Coultis, on the basis 
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of 15 cents as being: the rate and this 150,000 barrels 

a year, you Would have a gross revenue of $224 600,00 ‘in 
the first year? 

wes‘ 

then if he only ran for a year? 

Yes. 

Which would be a substantial gross revenue from a small 
refinery? 

Yes, but, the other mam might build a refinery up 


in this section of the Gity, sir, where I would have to 


’ 
put in a very long line. 

MR, FR.AALSY: De Cenk i dss Data. certainly 
Mane.to be consistent and I want to be perfectly fair, 
meer. Coultis calls my attention to the fact thot it is 

a Capital loss,with resnect to any capital loss I am 
certainly taking the position that it cannot be amortized; 
now, J certainly must bring that to your attention, Mr. 
Coultis, that it might be that there would be a regulatory 
body, watever it is, that they wovld not allow you to 
amortize a loss on the assumption that it would be 
obtained back in a few months? 

That isthe whole thing, Mr. Plotkins is probably the 
closest connection we would be asked to make, but I 
do not want to be in the position of telling the next 

man "No, your line is too long", he would reply 
"Well, you served Mr. Plotkins on like conditions only a 
little while ago". 

MAJOR LIPSETT: we appreciate you would mt 
want to run a line to Red Deer? 

No, I world not want to run it into vest Calgary 
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through the City either. 


TH. CHAIRMAS: . aol @leht, Mr. ilotkins. 
d€ll, now, we will not do any more quasi negotiating, 
we will hear’ whatever evidence, you have to give, Lir. 
Elotkins, and if necessary we will give a decision about 
it too. 
pee PDUTKING: Wes, nel. now, will deal, 
now With this memorandum which I have prepared, the 
statement 200. I want to say that in making the con- 
Merusions Originally and this statement........ 
F TH: CHATRita. : Lisord. a .decision", Mr, 
| elotkins, I was forgetting our position at the moment, 
-we will give a recommendation in due course. Not particularly 
in regard to you but whether this pipeline is being 
Operated fairly in respect of all persons interested. 
A rignit ahead, I interrupted you, to correct what might 
have been a misannorehension. 
WITN ISS ; In making these original cal- 
Pulations I wis assisted by our Chief sngineer who is now 
in Chicago,and I was not able to get b:ck to the vevy fine 
~detzsils in connection with one figure, but the rest of them 
are pretty well t:ken from this Has. i bave only con- 
sidered the min trunkline, the 6-inch trunkline, for this 
reason, that at the time I was advised there was going to 
be an Inquiry into the matter, of the advisability of 
regulating the pipeline, I made certain calculati ons and 
investigated the ee markets of Western Canada as I 


knew them and I felt that the 6-inch line would be amply 
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sufficient for a number of years to take care of the 
throughput, the normal throughput, and I kept in mind 
the fact that the naphtha and the plant naphtha and 
the separator naphtha lines, gathering lines, as well 
as trunklines, had served their purpose, had earned 
their money and as the throughput or the production in 
Turner Valley was a minor matter, that the fact that 
the Imperial or the Royalite carried that white goods 
at the same rate, did not mean that it would or should 


carry the small amount of white goods at the same rate, 


and if it did it was using the basis of having taken 


( 


the ‘stand that those lines had earned their original 
investment, had been, amortized and if it was. necessary 
for thier own operations,.to carry the small amount of 
c2sing-head through them and they were doing it , 
incidentally, with the operation of transmitting crude 
oil, so t tI have disregarded in my calculations the 
two smaller trunklines; 1 was not able to give effect 
to the amount of gathering lines that are still being 
used in collecting the naphtha or whatever other product, 
the lighter crude oils, so that I used the figures 
for gathering lines which I had obtzined or heard 
during the hearing of this Commission; now, with 
these qualifications based on the table, where is 
that book? 


Book handed to witness.) 
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With these qualifications and based on the lgnth of 

the main trunk line, which I put down as $1.3, and 
giving it the highest cost as indiceted in this book, 
and celeula ting that cost back to see what it meant for 
pine and checking that pipe valuation «gainst existing 
prices, I found that it would be substantially correct. 
Mr Otier word<, Liam mot using the book, just by using 
the book, but I have checked back the rates with dollars 
and cents insofar as labour and so forth is eoncerned, 
and I find it is a reasonable figure. The reason I 

usec ,10,000.00 is because I have in mind that any work 
done on this side of the line is of necessity higher 

in cost then anything done on the American side of the 
fine, Gue to duty, ete. ‘hile on the other hand labour 
is considerably cheaper, on the average the cost is higher 
Now with respect to the gathering Lines, not having the 
figures as tothe amount of 2 inch, 3 inch and 4 inch 
and knewing that a large number of these lines had been 
in use for @ good many yeors, valuing them as to their 
replacement value and allowing a 25% depreciation over 
nev’, I took the figure of 40 cents per running foot and 
I determined »2,112.00 per mile vould be the cost or 
velue — not the cost but the value of the gathering lines, 
lumped, 2, 3 and 4 inch, ‘ith regard to tanks, pumps 
and equipment, buildings, noLler, vater and general 
utilities, that is the break-down cf this figure was 
made by myself and pianist engineer. ‘It would have 
taken me too long to go through est night, so I took 
the figures that we had arrived at. You will note that 
I have provided for a boiler, for steam and for water 


and for gas lines, but not for electricity beceuse that 


~e s 


‘i 7 Na Dare Bl WT nu TNAr. & ‘ rw 
tt a San nn mi Soe) bY ih AeA 
bi s, ' Pye ' vie A | me - 

: vu i ny ‘4 ; : 
Spe a! t 
BPR em 
~ ve 


; more i 


ee dias * aud ‘wo ‘Sigal ine enone ern feo oon’ 
sy Re ee ial fit ‘thie T ‘lod dr Saabs aihoe# an - hs i 
4 awe i ia sind hat be eae Wheat ely rr sats 


Te MS 8) Ee 


~~ ee 


| gah ies ie or iy tio oe ta 28 68 tue salt aera 


st gilda 224 Wie y qo OES ihe em eat ‘vic galaioont® gan 
ig . is ; bY rd oe a EF ‘ aa 
i pee eaG VT oiToAatadn > pe i iiteoe we tide hue? 

: Fe Rs a 4 4 77 «9 ih 

ie Sec. Ve Fan OMod oO pee ou ie o ater oda 


it} ; ie | nih alnase Lead 
Whit BR VALS Oe, PART LE Bt e )e Meee eke ar wea a ak 

for) , oe eS ae a Bhai rier csiais~ ss ye / at he | ~~ ae! 4 'y 
FN i Vine i CR ae Fi eS dE A SD kT WHS '% ei } 


Sieg 1S 

idee \ f * I : fs 
ye ey depen’ pe MON ULV ha tr " 

‘i Oa eet ae PL : 2 he Pe) eo oe sa ahItPA) Ghee 

an 4 hy he . te , 4 j : Pee ty % J ’ + rarac ee | 


ot 
; 
+ 
7_ 
x 
ve. 
2 
ie 
= 
es 
4 
“ 
P= 
b= 
5 
- 
= 
5 


| edath RHO 4alee eee ae #0 ‘wolle tit * 
RH. rc aay ie Oo Sate ae nee asin | t op i: th Kis a wee 
. ? nea doe ss i Ng ‘ yay eat} é 
Gadel haar icpirto: odd! Te Ve i sbi ut of ‘oa. et 


mi 1 Gass 
: a eae ov Dige a hy raf 
Wem A Gil GN ae yar GES oe Sait ‘aol Bc cron Ha noe 


<a 


Aree is Di ordi eR avi, BRM "ails. it Pi ae ne “ime 


He he weet wes Yo cochlea fh: ved vis caret | : 


Bs i ee oe yom ea as aa a8 rA ; 
OE ee alley wens need 1 rae Da tort mai ‘te neo % ‘ont ou 


paces pete a Bee Lok hit eat & wad “oni ie husacee } 
tah eet wie: Ue Oe ay ye wana wat aad 2 « 


Pee 
ia! 


ane iba Te aes 
nese ae Suh ad nor Pris 24 


Y obey 3 apt weiss ae ahd tes (one wal bie ‘be e a fon - ‘ot ‘a 


ve eae adits sae vats oa aa nek viene inna i: i 


ny weaNey 3. cae iis ae ‘ign ites «Manet ied Ly | 


ease ae git Sadek ay dap oma ve ad wa Gi a al 
eet GLa ew vt? * sahil ‘ehiew peer es ty feral nf 
. ie a Bie a. aa eo, 
Moot “lee CRs eh ‘Asuercst on a neil 

| | ae 


L tetesdeed is i we Wa ‘pow ete “West oe Tait ae 


pos OA, 


neha ‘ies ng abi” an ‘hla t et nein 


LeLsPlotkins. ~4776- 


is available, that is it can be purchased in the field 
from the Calgary Power Company. Now then, I have added 
| working capitel and supplies, besing myself on what I 
Wonia do if I was called upon to meses @ pipe line of 
that description, knowing: that everything is 30 days, 
that the large oompanies will pay their Divs tie 
due date, and knowing that the compa ny has security 
because if the bills are not met they can keep the oil 
and seii it, the amount of working capital that is necessary 
pois very small. That ering us again to compare this figure 
“with the amount of working cépital which, I understend, 

Be in the elaborate statements were concerned with supplies, 
“the t were generally in the same warehouse in Turner 
Yelley, elas ten to the Royalite Oi) Compa ny as a 

4 whole. it uke Pipe Line Division were a separate 

entity it might Hae chars such a big stock of parts. 

ne manager might want, or might strive to keep his 

P cost down and might not be so liberal in carrying big 
investments in pipes and fittings and pumps and so 
| forth. . So: I have endeavoured, of course, on an economical 
ae to show what I believe is the value of ue pipe 
line system that would gather the oil from the crude 
wells in Turner Valley, transport it to Calgary, through 
facilities that would be sufficient to take care of 
that work, and I have placed and found a total of 
| #700,000.00. tow I have put down 8% of ~700,000.00 
asa fair return for that type of enterprise under 
Government regulations. I have taken the depreciation 
tables as shown in this book on Page 128 and we find 
here mains 6 inches in diameter or over 5y- Mains under 


6 inches in diameter 64%. But I have not used that in 


he 
3 
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connection with this. The investment in the tru jk lines 
amounts to ,313,000.00 and I have taken 5% depreciation. 
In connection with the $156,000.00 of gathering lines I 


have taken 10% as is shown there. In connection with the 


—+| 


tanks and pumps and equipment I have avera;.ed the figure 
that I have found in this book. Pumping stations, including 
@li equipment, telephone lines and terminal facilities, 
10%, but I also see tanks, steel, 5,000 to 55,000 barrels 
5%. So I have averaged ‘hese two classifications and 
amortized them at 7%. I have calculeted, without going 
into @ lot of the details, the Income Tax on the net 
revenue, which would be 8% on the capital invested and 
allowed »11,200.00 for that. And I have taken the 
Operating and jig intenance Costs en the basis of the 
tables shown in Page 99 of this book.. This book 
gives a wide range. It says here "As pipe rene operating 
costs in different localities are widely divergant, no 
attempt is made to state any exact figure though it 
probably will be between the limits of 4 and 10 cents 
ver 100 barrels per mile." So for a line 35 miles I 
have rounded out the figure and 31.3 shows the operating, 
the average operating account, or a maximum of 3% cents 
per barrel. Wow that compares with the figure we have 

) been given here of 4.6 cents, which I would point out 
includes a lot of dead weight in the form of a large 
gathering system and some pipe lines that have had their 
use, and that if it were another company taking over that 
Pipe line, it would refuse to pay for that dead weight. 
Basing it on these figures, and assuming a 6,000,000 
barrels through put, I find that the rate of 5% cents 


Would take care of that situation. I might point out 
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that I have allowed Contingencies 9,400.00 for possibly 
taking up the old gathering lines and putting them into 
new locations. Now the matter of gathering lines has 
loomed large and there has been presented a budget to 
show a large expenditure on new gathering lines. Wow I 
have taken that into account and come to the conclusion 
that out of 75.4 miles from time to time there will be 
lines that will pass out of service, and will be 


evetlable to put into ne. locations. That is.all, Sir. 


ao 


TH; GHB IRMAE: Apparently there is another 

phase of this. ‘shat have you #o say as to what Mr. 

Goultis says about refineries starting up next month 

We Will say, and they have enough property in the heart 

s Or the city for all their needs as a refinery. Just 
assume that with me? 

4 Yes. 

Q They say to Mr. Coultis, or to his company "‘e now have 
our refinery ready to operete, please tap your trunk 
line and come to us," and he has to come through most 
valuable property? 

4 Yes. 

ot That is the pieture he sageests’ 

4 Yes sir. 

— Q “hat do you say about that? 

4 Pelli say in the first place that the City of Celgary - 
we will take that city as an example - has stringent 
regulations as to where a refinery will be located and 
What type of construction of refinery, thst is the type 
of constructions and the method of construction. The 
City limits refineries to certain sections and tlese 


sections are on the outlying districts. En fact tt: is 
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a very hard proposition for any small refinery to locate 
in the City of Calgary. I have made attempts and have 
failed. Mr. Hunro attempted to do-it and he failed, 

and except in the early days, 15 or 16 years ago where one 
had located in the flats of ‘est Calgary, every application 
has been turned down by the city. Wov if there were such 
a tact - well I mean with the exception of the British 
American of course, 

MR. HARVIS: That is not the only 
exception. 

Tor. itis to my Knowledge. If a refinery were located 
in‘the city, it is not to be expected that the city 

‘ would permit oil pipe lines to go through the city and 
before a refinery, before the management or company 

would choose a site they would, in all probability, 
investigate the possibilities - obtaining pipe line 
connections, and if it was pointed out to them or if 

they found out themselves from the city authorities 

that there vas no chance of getting any connection 
through the streets, well there is no doubt in my mind 
that the refinery would not forego the advantege of 

being connected to the pipe line for the sake of 

lodating in the city, or any particular spot in the city. 
Then again, supposing a refinery was in the ouiskirts, 

a place where they could lay a pipe line, but a very 
considerable distance from the pipe line, would it be 
sensible that the rate should be increased to amortize 

any expenditure that that company would make, in respect 
of the capital expenditure of putting in that line? 

You would be paying for it? 
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mat Ong 


You are a pipe line user? 


> 


A If you inorease the rate you would expect the other users 
to pay for it? I would suggest ina case like that the 
first thing to do is for the Commissdon, whatever Commission 
is set up, to say that within a distance of so many feet 
end under certain conditions, and minimum deliveries of 
so much, that the pipe line company would bear the expense 
and would provide the connection. Over tlt it would be 
a matter for negotiation betveen the parties. 

s) After all this Commission you know, while it has heard 
much, does not pretend to consist of experts. ‘ve have no 
evidence as to what the number of feet is. ‘whet do you 
say? 

A .ell that again depends on the wolume. In other words if 
the British Americen tomorrow.+..-. 

G All right, associate the two. You are making the suggestion. 
Vhat do you say is a sensible thing? 

A I would say where the pipe line company has reasonable 
assurance that it will gain $22,500.00, if that is the 
calculation of Mr. Commissioner Lipsett, that they would 
well afford or could well consider spending ,1500.00 or 
even ~2000.00. On the other hand, if it appeared that 
the through put wes such that the ee oiis would be .5000.00 
it certainly would not be Yair to expect them to spend 
y2000.00, because there is a strong possibility that the 
margin is not sufficient and they might lose some money. 

I would suggest the method that is used in Montena. It 
says there in the tariff that the pipe line will deliver 
to anybody 500 barrels or over, and when it comes to pipe 
tine connections... i... | 


Q 500 barrels per day? 
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be Le Plotkins~. 

A 500 barrels at any one shipment. It will not ship less 
than 500 barrels but they do not impose any other 
condition. In other words, they do not say you must 
receive 4000 barrels or 2000 barrels. They say you must 
receive 500 barrels, and it EEL equally to the small 
and large refineries. “hen it comes to pipe lines, I 
do not recall - that is extension feeder lines like this, 
I do not recell any specific methods laid down. But I 
do kno¥ that the Illinois Pipe Line made some connections 
that involved as much as a mile of pipe, and I would feel 
that the proper way would be to find the scale that would 
relate to quantity of through put and length of line 
that the pipe line company should assume. That is the 
cost of it. 

TH: CHA THAN: Miz. Prawley, if this is part 
of our duty in any way, we have not got any evidence on 
it. lic. Plotkins is now telling us what the Commission 
should doe The Commission only expresses an opinion 
upon evidence that is before it. .e@ have very Little 
evidence. lir,Coultis has talked about it but he has no 
knowledge of what they do elsewheree He just says what 
would be good business for him. ‘:e are not only concerned 
with what is good business for Mr. Coultis nor yet for 

Mr. Plotkins. ‘‘e are concerned with what is sensible 

and reesoneble in reference to the operation of the pipe 
line. I have just been thinking here tnis morning while 
listening to this, after all if we have got to get down 

to this, and it looks as though we would, and these 
parties cannot get together, if we are going to we are 
going to have evidence, so as to get at the facts. One 


says what is good business for him and the othsr says 
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L-eL.Plotkins. 


what is good business for hin. Et may be that you will 
conclude that you cannot get any evidence on this, and 
that is all right if you do not. But I bring to your 
notice tat there mast be sgmething done about it, not 
something made for Mr. Plotkins and not something made 

for tie Imperial or the Royalite, but something that 

would be sensibly applicable to any refinery that is 
within a given distance of the main pipe line. 

MW. Pa Ley: “Tt sGems extraordinary there 
would not be practice established in other places, whether 
or not there is an offer,to serve the refineries at the 
delivery end and under what conditions. 

TH CHAIRMAN: Or if the refineries are 
expected to come at their own expense to the trunk line. 
MR. FRALEY: Or whether there is any 
zoning as Mr. Plotkins suggests. 

THa CHAIRMAN: The distance and consumption 
and perhaps the expense of digging it,anything like that. 
ve are naturally without much guidance. 

Rote Besa s Yes. 

THA CHAIREAN: Mr. Coultis says he does 

not know what is the case in other fields. He says what 
is good business for him. 

ome PRLULAYS XY do not want to take the 
mejor responsibility..... 
TU CHAIRMAN: It is beginning to worry 

me as I hear. this. Ai have -lways entertained. the hope 
that likely this would not loom up very large in this 
report. But if it does we have to deal with it with 

that same accuracy we hope as we will everything else. 


Mae PRANLEY: Mr. Plotkins has mentioned 
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LeL.Plotkins. 


Something about some Montana tariffs. Surely we can at 
least file that. 

Q You say there is something in the Kiontana tariffs of the 
Toronto Company or the illinois Company? 

4 I had a copy and I do not know what happened to it. I 
used it in this Commission and apparently it is mislaid. 
It was a copy of the Illinois Pips Line and also the 


International Pipe Line. 


.> 


Q Yes, +e might get the Internetional to come up from 
Sunburst but thet would be a day's mail or more. Have 
you any pipeline tariffs, ::.Coultis? 
tit “COULRIS: I have that blue book. 

ite FReVLUY: I mean the conditions which 
some Commission lays down? 

Mis COULTIS: Wo, I have not. 

Mie TRYALSYs I am commencing to get the 
idea that Commissions, particularly since this telegram 
this morning, that Commissivns do not both: r about a pipe 
line until there is some que st ion in dispute. 

THs SHA TRNAS ¢ And we would not be bothering 
about this either as another Commission, except for a 
conerete dispute. 

“ate PRSEWVLEYs On the wording of your 
Lordship's comnission, which indicates you must deal with 
it. 

THE CHAIRMAN: ‘ie would have nothing to 
report with respect to that except that there was no 
evidence before us which would justify a finding one way 
or the other. But tre have the evidence now that there is 


something unfair. Our Commission fortunately or unfortunately 


casts upon us the duty of doing som thing about it. ‘/e are 
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LeL.Plotkins. ~4784—- 
not seeking to shirk. that responsibility. ‘ve will 
deal with it all right enough, but we want some evidence. 
ix. NOLAN: | Choo Woy. tibink, -ogas,) 7 aE 
may say so, that it will hee cetia Sho tne tarigeee. od 
think what you are anxious to find out is what good 
pipe line practice is. That will have to be given to 
US. 
BR. FRALEY: surely somewhere, if 
anybody. regulates the business of pipe lines es common 
carriers, a public service corporation, then somewhera 
there are conditions with respect to delivering facilities 
to the refineries. 

A There are’. 


THs GHAIREAr: One would suppose with all 
the pipe lines in Aficeriea it is now settled practice 

and practice that has happened to come under the eye of 
some regulatory body. 

Mit, Wr) Tas Ye There is one thing that we 
must remember in the United otates pipe line companies 
are merely subsidiaries of refining or producing companies. 
I know there is one matter that is very much tc the fore 
in the United States now and that is the divorcement of 
the pips line from the major refining ane producing 
companies. There-are divergent Rais upon that,.of 
course. Congress is being asked, as I understend,: to 
order pipe line comparies be divorced completely from 
refining and producing companies.. That has not yet come 
about. I do not know that we have anything of a precise 
Situation such as we have here,. when we are endeavouring 
to make a division of the Royalite Company, which has 
been a subsidiary of the Imperial, to make it a separate 
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entity and a common carrier. I will ask wr. Plotkins to 
see if he can find the missing tariffs and secondly see 
what we can gete 

TH GHA THEAN? @l11lyes. tIamafraid we 
nave to think about it, -and if we are driven to this I 
feel we should have sozie evidence of what has been 
considered sensible elsewhere in America. I em not 
talking nov about all the generel conditions governing 
pipe lines. 

Mie (FR Lays Just the single matter of 
delivery facilities. 

THs GHATREAN: Guite so. Vhey gather it 

at the one enc and I vould likes to know about the delivery 
at the other. 

M?. FPRA'VLGY: It was because of that I 
was cross-examining lir.Coultis a few minutes ago. 

TH CUAIRIATs It does seem to us at the 
moment - and I say at the moment advisedly - it would be 
a complete answer to say if they are a public utility 

or m@y be made one in respect of gathering and transporting 
and they are going to be serving one refinery at the 
other end, there must be some terms arrived «t somewhere. 
MO. NOLAN: In the same vey the Board 
of Railvey Commissioners do not compel railroads to build 
spur tracks to everybody who may want the convenience of 
that tréck.. “here is a practice as to when and where or 
how that is to be done. 

THE CHATRiAN: Yes, becéuse on the other 
hand they will compel railways to build connections and 
build spur tracks, but there is some basis. That is 


what I want to get ate If we have to report on this phase 


y eG ee A in) We NA Be Ve) la Tt 
' WS \es ah ay h vi AY We hoya ae 
1 aL . oa? PL A) a MSTA 


Mab 


i 7 a , 4 in y i Vy Th ie ahs 


SETH Vk iy 


4. . ; ‘J 1 
ay, 5 cade i Na PIM Bah at f 
ata hy ‘, r “< a) i) ‘ v ; \ 


ah : “t Dae 


th, j / 
hn , 
Vy ; I : , ‘ vA “ { ; 
hs CPN A vic i ovat me is App) ‘i 
] ie i - 
3 me 
a fae gos My ee ta “gaa s 
Sa bs as “s be i sil es 
Peek a mn eS Naka . 
bite iy apt i spigot ‘ti oe 
ee Pst ae de ctaney hares 
4 ' a 
meld ee Wee | i Ps a i 
, ' a8 hy ¥ « ' 
S es hu “ abe i> 4 wr ” ¥ ~ re ; oho ie ot 
ORR kt HOW athe ON hie ‘te ade 
' i ‘ : ’ ' Ln rN : 
. whe S- 5 eae bey 4 - 
Bee Hite HORS CERN) keer AMRiamare, Pi oe a Pe ae 
ie RRR) eee RAND ER pore fame  s ¢ 7 
i : . ie a ; n i ; ary aft fee m et 
Vt Se i xg Rak 
RA On des Pei OL NL etl. Ub aU e cy te ree 
Spree SEN Tageea AR eae he a adh Dg ere dae 
iri Ry BR ee rg Oe I ; Lian 19 , BiNe 
3 ' a 
ee oo bm ae us OTT 
by: re ae 5 Peni so Oe 9 nw 
a J 
Re ants Pay Ose eS! cael } 
SS et ie ST ae vn 
1 
Gs Let rene i edi ae Paitt! PEP ae mf a j a 
ewe Dil). WAT als ; Pees 
Gig | { <th 
Bas Siena date are 
i ~ mn. , i ‘s Bie 
a RP ‘ ’ cos 
rue f : ey 
tise ap Wis cae Bee Fee ¥ ee 
“aig Od Uae (i Ht Lipo 
ave 3 i : Py 
x y “or me rs eras - ; vay 2 J : 
a ty Bu) i v sh a pode iy rie, A 21 ; : { if 
ODS Ly 2} ue 0 en a we ne i , 
a eos PN canes 
Ry, isd Yiaes , 
a . : a ats any a on Me i sh s we Gr a 
a sa era 4 | vie ik oni 
i, vf i kl mM My ia! i. - i aan * ; a h le © ve a 
* a. 3 ? nee ity, 
ia ® s pe 
“ Vaio AS 
3 ry Ae tt 
AL be We cid on Bee 5 
bn te Malick 2 
fis me aid aed 
ba ane 
3 Oe 
: “5 . 
PE tart 
rip 2) Af 
‘ 4 
1 
a Mi < ¥ 
y e 4 « - we . 
| SE en a CUM i nat Ue bets 
a Las mes ry wie BLS) i BDo , Sih moe 
..- ; vy, > C 
u ; ose ing rey eran, to Purses = Pa | . ry ay tas 
i aheas wore a pe Vee aa ge aa e ua sé ‘et 
a Se sit TlSCEOCe.- Oi 254 4 A me 
ry. 5 . cn Nie eA ma Ae 
es ) a SP is Gs whe Rear , PRI Airs ER ek Rey ee : 
va EA Sanaa i see Sane Gas es git cas an ea Pe fils) 7 bed 5 oy 
| a> “Skate. Vee ed Silos 2 ex Oee gee 
i \ ' ee > 7 f : 
fs } Lae mi | caw ee Fae ge tae He ate ers ofS pols gay. fs ie re om 7 fn Aig 
: Ae <<. | 4 arn > Bales i - ; pa 
; eds. v4 ; aaa “Fo 7 Sees. Og ov ec or Fi eee Kes, ‘ 
* ; 4 
5 ‘ ia i” 


2 hes 
12 


LeL.-Plotkins. =A 7B6— 


of it it seems we have to have some evidence, 

A Mr.Frawley, you are mistaken in Speaking in regards to 
these conditions. There are statutory conditions set 
down in the State of Montena governing the operation of 
pipe lines. Now the Commission that administers those 
statutory regulations has Hearings when a new pipe line 
is built and the rate is first to be set. Then after 
that first rate is set the Gompany, of its own volition, 
reduces it, all they merely do is to file it and if 
there are no objections that is all that takes place. 

Q Pe FRA LEYS You understand these rates 
ain this blue book in 1950 are not the rates which were 
subject before putting them into foree of eny scrutiny 
by any regulatory body? 

Ls hiy suggestion is in the first instance that did take place. 

@ Vell that is what we are anxious to find out. ‘se were 
told to the contrary this morning by ir. Bronsdon of the 
Toronto Pipe Line Vompany? 

& On the last. rate that is, perfectly true. In fact the 
last two or three rates, but wheh it is originally 
established it is a set rate. Of course, if there was 
already a competitive rate in existence in North Montena 
the Cut Bank Pipe Line, the Bs ds ,would be of necessity 
made to use the same tarrifs, bec@use we have that 
rate and that has been subjected to scrutiny. 

Q You do not suggest in Montena - the suggestion is there 
is @ requirement before a pipe line company can set a 
rate of so many cents per barrel that they must first 
get the consent and approval of ti Board of Railway 
Commissioners of ionteana‘t 


A That is correct. 
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L.L.Plotkins. 
Ite HARVIL: That is so in Alberta too 
is it not? 
MR. FRAVLEY: In Alberta? 
MR. HARVIE: | Yes. 
MR ERELBY & Not for a pipe lins. 
Line HARVIG: You have got to get a permit 
from the Utilities Board, and the Utilities Board can 
make it a condition as to rate and sverything else. 
bite Bat ILSY$ oat is this permit? 
buts HARVIs : A permit to operate a pipe 
Line. 
MR. NOLAN: It is in the Pipe Line Act. 
Mk eHARVI: it is right. in our otatutes. 
A The same thing applies in Montana. What I want to add is 
there is a four page closely written, closely typed or 
printed: letter,.on fcrm that goes into almost every phase 
of the operations, and these are statutory cohditions. 
One of them deals with the minimum amount that a pipe line 
must deliver to any one taker. I have not gone into it 
far enough to know whether there were other conditions 
that are not printed in this particular booklet that 
deal with the terminal end. They may be, I do not know. 
But. it certainly - if I had known it had to go this far - 
in fact I had these tariffs but for some reason or another 
it has been misiaid in my handling of it. 
- pote COMMIS STOWGR LIPSsT Ts: Min. Plotkins, would you 


consider this thought, and give us your views on it, perhaps 
after we resumee In your own case it seems to be considered 
that the volume is sufficient to justify the Royalite Oil 
Company in incurring the cost of tapping the trunk line? 


A Yes» 
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Now take the case of a small refinery where it may be 


> 


doubtful whether that expense was justified or not. 
That might be the next case that would crop up. Would 
there be some feasible way of working it out on these 
Lines that in the first instence if the investment was 
doubtful, if the refinery then would incur all the cost, 
the cost both of tapping and connecting with the refinery, 
and then allow some reasonable rebate, a sort of termingl 
allowance off the rate which would enable the small refinery 
if it continued to take crude oil from the pipe line to 
gradually amortize that investment, which the refinery in the 
first instance should put up in the doubtful case. I am 
only putting that out as a possible solution, fair to 
everyone, in the doubtful case. In your own case, apparently 
it is considered that the traffic is sufficient to jus tify 
the outlay of tapping the trunk line, but take a smaller 
case and consider, end perhaps let us know whether this 
other alternative of the refinery incurring the initial 
capital outlay and then gradually getting amortized over 
Some small reduction of the established rate would help 
to meet the general condition*’ 

A Yes sir. “‘ell that is the principle, lir. Commisai oner, 
that I have adopted in offering to put up this line. 
I can go further and say I will put up the money or pay 
for the valve or two valves that are necessary, but I 
felt in view of the volume and ae stebility of <oux 
business, we have been Barak sties for a number of years, 
and we have a miyvket and we have a large investment - 
it may be small compared to the Standard Vil, but it is 
large in our eye® - that if we put up ~2000.00 the 


Royalite Pipe Line\could gamble on 700.00 if the revenue 
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LeLePlotkins. ae 
they are getting is of such a character that it would be 
justified. Now with regard to the small refineries..... 
Im. COMMISSIONER LIPSETT: i think in your case it is 
assumed that the Royalite are prepared to tap the trunk 
line ? 

A Yes. 

Q Vhat I am coming at is in the case where the Royalite 


might say, and might very properly say, that we have no 
assurance there is going to be enough through put to 
justify that expenditure at all. Give us your views 
later as tc whether that situation could be met by the 
small refinery undertaking the entire cost at the start? 
mB  Yos.* 1 wil, sir. 
THE CHATRMAN: If you get it amortized 
it is to be borne in mind that the pipe line is in the 
end paying for it, just as if they put up the money in 
the beginning. It seems to me this other point of view 
must bo considered. There is a pipe line there. it is 
established. It has a terminal. Refineries coming up 
Subsequent to that why should not they accommodate them= 
selves to the pipe line, and Diiate, hs near to. tt abe 
point that the connection will be small and they can 
make it themselves without great cost. In a word 
the line is a fixed thing. Mr. Nolan has used the 
illustration of a reilway. 4 railway is a fixed thing. 
It runs through the Bbieah: You want to get a spur 
track and you either pay for it or you pay a rental for itt 
A That is correct. | 
Q “hy should you not do the same with this? That is som thing 


to think about, amongst the many other problems you 


7a 
ve ri ? 
cs : 
: at . 
I ae . 
¥ gts —— a 
2 is ’ + 
“ 
> oe 
. as 
2 i 
S 
=? 
ao . 
i 
i ‘ 
Re 
°- ba 
ew 
x Kgs 
Ms “4 
Fi 
a] Ps 
if % . 
FS 
; 
» —_ 
1 
= 
is 
= tee 
: 
es 
> J 
ae 
. 
+ : 


=e _ 

NF % + 
¥ 

ar EN 


« 
aes et | 
3 et ost 
a, Lari 
AES a 
; 5 
Hn 
ory 
ars oe a 
Mi. 
Re \ 


ty 
«ut 
> se 
Seng 


we 
ae 
ra 
Nw 
- 


i 
nm 
we 
. 
ak 
, 
y 
s 


s 
, 


2 
i 
Tena 
- 


4 
an ‘ 
re 
ES 
a 


T-2 


16 
CR Ke) tkins.- ~4790- 
have been directing your mind tot 
A That is a fair comparison, because the problems are 


about the same. 

Try, NOLAN: Before we leave it I think 
we will have to consider very carefully, if I may 
suggest, the propriety of having a rete which may vary 
in respect to individual cases. 

TH CoAIRIMANs I think so. ‘'e will consider 
that of course. 

MR. NODAN: Iam just seying that, or 
whether v.s would be better off to have one rate for all. 
Pe. COLE tooLoleik) DlPSart s ir. Nolan, Ll was just 
throwing out that thought to get the witness' idea. 

Mit. NCLAN: | I knowe 


Line COMMISSICMR LIPSiTT: His general statenent. 


(At this stage the Hearing was adjourned until 2 P.M.) 
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LON L. PLOTKINS, having been 
recalled. 
THis CHA Thais: | well what have you to add, iir. 
Plotkins? 
On the second sheet of the submission I have had typed 
down items that are dealt with in this book in the 
matter of principles and it might be of some assistance 
to the Commission. 
Yes, that is why we wanted it filed. 
They deal with principles only. 
Yes? 
Now to complete my submission or testimony with regard 
to the point that ir. Nolan has raised for his company, 
I want to add further that it has come to my notice in 
the last few months that there was a definite policy on 
the part of the large oil companies in North America to 
create a market condition, that it has changed from 
their normal policy in past years and what I am refer- 
ring to now is this matter of proration, i% affects 
this pipeline because it actually rvustricts the market. 
Now the reason I am raising that Bye. 
THE CHa This i: Now let me be clear, you say it has 
come under your observation that fore, te a change of 
policy, now specifically ae Ma. Ghat oha nee? 
Well in the past several years I have followed the market 
and the trend in the United States oil fields and in the 
world markets and the Standard Oil Company along with 
other companies did not make any attempt to regulate 
world prices by attempting to curb production; each 


company: did its own battling, looked for its own eil 
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2 
and let the price take care of itself within limits. 
In the last two or three years it is more discernible, 
in the last years, the companies have caused legis- 
lation to be enacted in practically, in a number of 
States and in this Province that favoured proration 
of production to market demands. Now that has had a 
distinct effect on volumes and prices and as we have 
been given to understand the price of Turner Valley 
crude oil will affect the volume of oil that will 
move from Turner Valley to the iestern Canadian mar- 
kets, I feel that that question is pertinent. Now I 
will read from the publication, the National Petroleum 
News, the last edition dated February 8, 1939, it is 


the last that I have, a statement by Colonel irnest 


Ms 


Thompson of the Texas Railrosd Commission, that is the 
Commission that governs the conditions of production 
and distribution in the State of Texas. This same 
gentleman is also Chairman of the Interstate Oil Com- 
pact Commission, which I might explain is a compact 
of all the oil producing States, that has been approved 
or agreed to by the Federal Government of the United 
States, so that they, all the commissions of those 
various States can join together into one body and co- 
relate their activities. Now through that they have been 
able to corelate the principle, a new principle of pro- 
ration to market and here is what i:r- Thompson now says 
after the experience of a little while, some time, 


Tulsa, February 6th: 
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"Twice within the past week Colonel Ernest O. 
Thompson of the Texas railroad Commission and 
Chairman of the Interstate Oil Compact Commission, 
pointed his finger at proration as being the pos- 
Bible cause of the distress in the oil industry 
at present. lhiany observers see in this a change 
in his ideas on the general effect of proration. 
Thompson pointed his finger the first time in a 
statement issued February lst, and the second 
time in the course of a commission hearing to 
determine well spacing in a new field in Texas. 
The second time his remarks were more specific. 
The former chairman of the conimission stated 
first that it made no difference what spacing 
the Commission promulgated, oil Aue Nae a could 
not be forced to drill unless they thought they 
would make a profit. That was proved, he said, 
et Amciia, where a five-acre spacing rule left 
many tracts undrilled until the tract owners 
pooled their holdings. Some of the high points 
taken from the reporter's transcript of Commis= 
sioner Thonpson's remarks at the hear ing 
follows: The industry has no one to buy the oil. 
In 1937 we were selling 71 per cent of the 
world's oil and last year only 61 per cent. Then 
there were 5 billion barrels in reserve, today 
we have 15 billions. The Commission can't sell 
O11." 

That is exactly what our Commission tells us, they 


Cannot sell oil. 
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"Last fall we got a lot of wells connected, but 
we are warning the world right now that this com-~ 
mission is through finding markets, because we 
know we can't do it." 

I submit the condition of the Alberta Conservation Com- 
mission is practically similar, they are endeavouring to 
find markets and endeavouring to regulate conditions. 

"The cause of our distress tiay be proration, which 
gives a quasi-stability. Proration is holding 
down production and thereby creating an apparently 
firm price, attracting to the industry great plent- 
itudes of funds at low rates of interest. Wow the 
time has come to pay back the money. The price of 
oil has started down. <jhile we hold an umbrella 
over the world, other countries are dumping their 
production." 

That is exactly our position if we maintain artificial 
conditions in Turner Valley; the Illinois and other 
fields will come and take part of the market, in effect 
affecting this pipeline operation. 

"It is almost what happened to cotton. The sam thirg 
can happen to oil and all you have to do is keep 
drilling unnecessary wells. we will learn that 
you can't bring prosperity by regulation. There is 
no substitute for good management. The commission 
does not have to guarantee these wells will be 
profitable. It seems the only way people can 
learn to be prudent is to go brokee In his state 
ment of February lst, Thompson warned the industry 
that it is manufacturing too much gasoline and 


heading for trouble. He said runs to stills had 
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"been exceedingly high of late and he asserted 
they constituted one very bad fly in the site 
uation. Swinging into the subject of proration 
in the course of this statement , Thompson said 
that because of it, the United States’ parti- 
Gipation in the world’s oil markets is steadily 
declining, and the effects of proration accord= 
ingly should be studied." 

This is where it becomes important for us to consider 
here. 

"It is well for us! to study seriously the effeots 
of proration, he said. It has now been long 
enough tested that we may begin to take stoek on 
the effects. ft is my conviction that it is best 
for us to limit our efforts as regulatory bodies 
to the actual prevention of cognizable, physical 
waste in the production of oil and gas. I believe 
that if we truly put into effect all of the known 
methods of preventing actual physical waste in the 
production of oil that we cannot be producing cur- 
rently in the United States more oil than we can 
usgee Phis will mean that all states, of course, 
should do such simple things as produce their 
wells with the most efficient gas-oil ratios, 
preserve bottom holo pressures’und,in short, pro- 
duce their oil in such a way as to obtain the 
greatest utilization of reservoir energy from 
whatever source it may come." 

Now that puts the problem in Turner Valley on a quite 
conerets basis. This man as we know has had a number 


of years of experience in dealing with the condition 
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that we are trying to deal with here over the United 
States and certainly must be qualified in the line of 
his experience to make these admonitions and these re- 


marks. 


"Thompson said that there was some question as to 
whether the industry was not approaching the point 
as far as drilling was concerned where the law of 
diminishing return would be effective. We are 
about to overbuild the plant he concluded. It is 
generally known that one of the objectives 
Thompson sought in his history-making proration 
hearing at Austin last December 12th was the paint- 
ing, for opponents and proponents of proration 
alike, of a picture of the entire industry. Con- 
Siderable criticism had been heaped on him from 
some quarters and he apparently had grown tired of 
having to take it with no assistance from the 
other side. The oil company executiveswho test- 
ified were given an opportunity to tell what they 
thought would be needed to correct certain sit- 
uations. Thompson had economists teatify as to 
what was necessary from the refining branch of 
the industry. Thompson had repeatedly warned 
that too much drilling was being done. But the 
commission wrote the kind of proration order the 
executives said would be beneficial for long 


range planning.” 


That I submit is also what took place in Alberta. 


"However, observers in some instances see in 


Thompson's remarks his definite feeling that, 
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"while the regulatory body did its part to correet 
conditions, some branches of the industry have 
failed to co-operate and that he is refusing any 
longer to let anyone put the blame on him or the 
commission." 

Now that is all I have to say, gentlemen. 

MAJOR LIPSiTr: Have you any information or is 
there any information published as tO What resources 
of crude oil the Standard Oil Companies have in other 
fields, in the ground? 

Yes, the figures, I attended a convention of the 
American Petroleum Institute in Chicago a couple of 
years ago and the large companies had quite capable 
men at that time get together and represent or pre- 
sent to the industry the figure of each company's hold- 
ings and their estimated reserve so as to determine 
the necessity for any concerted action for search for 
further reserves and at that time I had the figures as 
submitted by various companies and I believe that the 
figures are available, probably from the American 
Petroleum Institute. 

I suppose you have no information in reference to the 
reserves in the Illinois field, pire Plotkins? 

Well that is a new development and until such time as 
there has been some experience their reserve will only 
be a calculated one based on nothing very tangible. 
THE CHA Tu.aw: i.re Plotkins, we have heard saie- 
thing about the threat of, I use that word without 
Suggesting that anybody is doing any threatening, the 
possibility perhaps of Illinois or East Texas replac- 


ing Turner Valley crude in part of the Western markets, 
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what are your views about that? 

vell my views are these, that any new field of any 
consequence has to be absorbed into the industry until 
such time as it is in strong hands, in other words, 
MHtil Wis) ia the honda of the people that can market 
the oil and properly apportion to it the portion of 
the market, it goes bye or less wild, because the 
individual operators, that, in this case, in the case 
of the Illinois field, as reported in the newspapers, 
was developed by independent producers, the independent 
is not concerned with the intricacies of competition, 
all he is concerned with is to dipose of his oil and 

he wakes every effort that he can to dispose of it. 

Now so long as he sees a profit, he is not concerned 
with posted pipeline prices or with tank waggon prices, 
all he knows if he has spent {100,000 to bring about 
some production and he feels that that prod..ction costs 
him 50 cents, and he can market it for 60, and feels 
he is sufficieatly rewarded, he is going to make an 
attempt to sell that crude. Now that is the way the 
big company cmies in, the big company at that point is 
faced with a threat from this crude oil of setting the 
market and as is usual in the industry, they then make 
an attempt to purchase or make arrangements to control 
the production of that particular new field. Now in 
the meantime there is a disturbed condition but thet 

is only a ripple on the surface. 

It is a temporary one? 

It is temporary because in my experience in following 
the market, 1t is true that a big field such as Last 


Texas, while it was a ripple, it lasted quite same con« 
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siderable time due to the fact that there was a huge 
Volume and it was very hard to assimilate that much 
cruce but in the case of the Illinois, it also is a 
respectable volume but it will, unless the field is 
extended and the volume grows larger, it is not tn be 
expected, is the news which I have gathered, is tmit 
the water encroachment is now serious, it means tet 
there is going to be a short life. Now in the case 

of the Illinois, the companies, I am now informed, have 
taken steps to acquire sufficient intvcrest and usually 
it is done through the pipeline company, because when 

a pipeline company sees a field coming in it inmediately 
takes steps to:gather, to benefit from the trans porting 
of the oil but having in mind also the controlling of 
that crude oil market because the pipeline is usually 

a subsidiary of some large operating company, operating 
over the entire United States, so that the parent con- 
pany is concerned not only with profits in transporting 
the oil but is concerned mainly in seeing that the oil 
finds its way into the market in an orderly fashion in 
their estimation. Now that is the position that we are 
faced with pene: when it comes to the supposed threat 
of the Illinois field entering this market. [It is true 
that the Imperial and the British American will have to 
use some of it, if they contribute their share in the 
industry in stabilizing the North American situation. 
In other words Standard Oil of New Jersey and other 
companies may not be able to absorb through their local 
comm nies all of that crude oil so they have to call 

in the other companies that are able to take a share, 


s0 as to Minimize the effect of that overproduction for 
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the time being, so when each company takes a small 
amount over a reasonable time, or over a time suf~ 
ficiently long to absorb that flush production or to 
equalize the condition, in a comparatively short time 
the market is re-established and that new field has 
been absorbed into the channels of the trade. Now 
that is the position so fur as Illinois is concerned 
and that would be the position insofar as any new 
major field is concerned. 

Q MAJOR LIPSHTT: Well apart from whatever policy 
might be adopted by the Imperial Oil or the British 
Arerican is there any other way in which the Illinois 
crude could become a threat or a menace to the 
Canadian market? 

A No, the fact that a lot of crude is produced anywhere 
does not constitute a threat until it finds the 
market. 

Q What I mean hire Plotkins, is there any Oothsr source, , 
other than Imperial and British American, through which 
Illinois crude Renta be put on the Canadian market to 
compete with Turner Valley? 

A That is what I was coming to, Wr. Commissioner. 

Q I am sorry. | 
Crude oil of itself is worthless until such time as some 
one who has the refining and marketing facilities comes! 
along and is willing to buy it, that is why in Montana 
we have hundreds and hundreds of wells shut down and that 
is why in some fields like Texas it is prorated down to 
as low as 2%. Now on the Canadian market, the \/estern 
Canadian market with which I am familiar, no great 


quantity, in fact very little can come into Western Canaga 
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markets and compete at any price except through the 
Imperial and British s4merioan bea thee would only play 
their part in the handling of Illinois because thoy 
would help the industry as a whole to absorb some. of 
this Illinois crude. Now we have the case where the 
Imperial is going to do it but the British American 

is note well now my views on that is this, if the 
British smerican were a subsidiary of a Standard Cil 
unit with North American connections, it would be 
ordered to do its share, but being a Canadian company 

it is not concerned with the problems of other Standard 
O11 companies. The Imperial is because its parent 
company is all over the United States and in the Illinois 
field and to protect its market it has assigned to Im- 
perial Oil a share of that surplus to be absorbed by it. 

Q THit CHA IRitAN: VWell in the natural results do you 
expect it to have any permanent effect upon the produc- 
tion of Turner Valley so far as the markets in ‘festern 
Canada are concerned? 

A Only if the Imperial or British American chooses to have 
it make any difference but that isa matter of policy. 
They can at any time displace any particular crude with 
any other particular crude if the policy was that be~ 
Gause the price, there is something else that I want, 
in fact it has been brought out in this Gommission that 
the price tends to equalize and as a result of that you 
have to choose in certain locations, in this case, in 
our country it is .jestern iianitoba, that seeas to be the 
dividing line and at that time or in that particular area 
which may be greater or smaller, accoridng to freieht 


and other conditions, the companies are faced, or at least 
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have the privilege of using either crude. Now there 

is nothing to stop the Imperial, if they choose to 
absorb that particular area g Mianitoba that they now 
want to supply with Illinois from reducing the price 

of e#ddb iA turder Valley suffichently +6 take sare of 
that extra market, if it was in their power 4 

Yes, it 18 a matter of how low the producer cam go? 
Well we have been given some figures, Mir. Chairman, 
this morning, and that over the entire 6 million would 
not amount to any 40 cents a barrel, it might effect 
only © cents or 3 cents a barrel because as Nr. liegrath 
has pointed out, they take each of these markets and 
assign it a value and then they group them together and 
they my "we need so many barrels, we can. afford to 
pay so much a barrel" and that means so much a barrel 
for that market. Now that is the position so it is not 
a question of losing 45 cents on the entire through put 
of Turner Valley crude and by the way I want to make a 
renark there, that is penalizing the Alberta consumer 
and that is one of the reasons why that the Imperial or 
any large company must create an artificial condition 
in Alberta so asp to protect itself as against the in- 
dependent operating in that locality, being its chooses, 
to do business over a wide area, and apply the weighted 
factors over that entive area; in other words if they 
would have, if they would go to Turner Valley and say 
“we will pay G1.50 because we have a market here" 

and to another producer "we will pay $1.30 because we 
want to ship it to Vancouver or to Regina " and to 
another producer "we will only pay §1.00 or whatever tle 


figure amounts to, because we want to ship it to Manitoba" 
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now that in effect is what happens with other in= 
dustries and here is no reason, of Gour.e except 
the particular one, Why it should not also be given 
effect to in the oil business. I have in mind that 
when I bought Steel in Chicago, that the Ghicago 
ddnuPaoturer is at a disadvantage with a Vandouver 
manafacturer, what does he do, he makes a freight al- 
lLowance, he meets the conditions, he does not cut his 
price but he makes a freight allowance. Now that is 
what took place with me in Turner Valley when I dealt 
with the individual producer. I provided in my con- 
tract that if I was going to be penalized by the 
Imperial Oil in the form of a higher carrying rate, 
that the producer would assist me to the extent of 
the differmtial. In other wores if my cost of 
transporting crude to lay it down in Calgary at tle 
same price as the Imperial's cost here, 26, and the 
Imperial leys it down for 15, that is 11 cents, the 
Sunburst Company agreed to meet me towerds putting that 
erude in my refinery on a competitive basis, because 
that was the only method that I could protect myself. 
Now that is the principle and in fact thought so when the 
Imperial chooses to use that method of arriving at 


prices, well now they make the whole field bear that. 


(Go to number 4804) 
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In other words, every producer produce his share. 


I an not s-ying that is wrong. I am saying the effect 


of it may fall unequally on the independent refiner and 


marketer in .estern Canada and it is anly right that 

we should have the means, or we should not be prevented 
by Government authority from protecting our interests 

in the best way we know how. 

MR. FR&awLiy: The imperial Jil posts a price 
in Jurner Valley? 

Yes. 

When they posted the price last January 5th, so far as 
you know they made ae eee own minds as tothe policy 


and posted the price? 


mney, aid not consult the sroducers? 

Not me anyway. 

NGL. (Ge “roducer, 1 mean?’ 

No. 

po far as you know from your knowledge of this petroleum 
industry in Alberta they did not consult the producer as 
to what he would like or he Would not like in the way of 
a orice . They posted a price for the purvose of moving 
crude as far Last as Regina? 

That 1s right. 

and to move the refined product “ast into Manitoba? 

That is right, they decided their own orice. They Givmiioy 
@ive any reason. 

Could the imperial Oil not to-day post a price in Yurner 
Valley which would effectively cut the Illinois c:ude out 
of the Manitoba area ? 


Un the basis of the figures submitted by »r. Hrvie, 
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without going inta the mechanics and fisuring it out, 
just at a glance they certainly would not affect the 
price in Turner Valley to any great extent and supply 
that market. 

But even if it would, I just want to know what the 
SIU oe. Ol) few Pie) meres Ul has decided its sslicy 
Cel ne wolprine Lit nore crude in: 

Yes. 

toes teken Wat position, in other words? 

ee.) sia 

They could equally well have said "lie will post a new 
price. te Whi peyour policy, 2 mew orice in Turner 
Valiey, and kecp the Illinois crude out. 

They could have done that, certainly. But they did not 
choose to do it. 

Oh, L am not quarrelling about that but 1 want vo know 
from what you know of this industry if that is a very 
simple Way in which the imperial Oil could heve kept 

the, Jizastiene wride couse, Leas allin their hands, 181% 
no t? 

Et is pretty well all in their hands. 

WiR.e “OL AN: What is all in their hands? 
WR. FRAN LY: The questior @& posting a 
price in Turner Valley, that is what is all in their hands. 
MR. *OLAN: That is argument. 

MR, FRwaALaY: I won't argue with you now 
whether it is argument, There is evidence of that before 
this Commission, . 

Mr. Plotkins, I want to be quite clear. I understood that 


you said or, perhaps, inferred that the companies had 
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brought about the Conservation Aact? 

A No, It was the result of the conditions , as I under- 
stand it, that were created by the companies and the 
Government Was forced to deal with it. 

WR. NOLAN; That is not what you said. 
You said the major companies caused the Legislation to 
be enacted? 

A As @ result of conditions they created in Turner Valley 
the Government had some conditions to deal with and those 


conditions were absolutely created by the major companies. 


In other words, their actions caused the conditions. 


G MR. FRAWLEY: ' Whet are those conditions? 

A Well, the producers started agitating to find a market 
That? isone:. Tie public, through the City and other 
public bodies, agitated for conservation of gas. The 
result of these two problems brought aboit iction by 
the Frovincial Government. 

e} The public were agitating for conservation of gas? 

A Yes. 


ay A yeten tis, | Yow saidy ie. e lotkins, yesterday, that you 
would favour, in examination by ‘ic. Harvie - that you 
would favour a high rate at the beginning and that that 
would taper off very quickly to a mere carrying charge 
a little later on? 
Yes. 
Thet has a very obvious effect on the industry, has it 
not, in this way, that the present user is paying the 
shot for the user five or six years from now? 

A Partly. 
soli, “partly He is -aying 2 rate which you say, orl 


rather understood from you, is a higher rate than would 
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ordinarily be justified? 

The consumer is not...... in saving....this is my view. 
Do not say the consumer. I say the user of the line? 
Tre Weer Of tne Line? 

“he user of the line, the fellow who is paying the rate? 
ND. Because Mr. Hill has already told you that it does 
not make any difference what price or what you do about 
this line, the net result will be the same and I agree 
with him. 

in What way, 4 ao not follow you? 

Te vract you take off S cents or 7 cents or 1 cent of 
this pipeline. 

R. te? 

Rate, yes, is not going to have any effect on the market 
or on the consumption. The reasons are these, that if 
toe iIMperial ior the B.A... chooses to bring in some other 
erude they are going to bring that about by maintaining 
a certain price in Turner Valley and allowing some other 
erudé t move into the territory. 50 tiat if they, 

do not want the crude from Turner Valley to go to Manitoba 
and the pipeline rate is reduced 5 cents it may be that 
for the time being they will leave, instead of cutting 
the oosted field price in Turner Valley, they will leave 
it alone, and that will have the effect of still 

giving you such a cost at Regina that will not permit of 
the other crude....or I mean it will permit the other 
crude to come into that market. Because all the factors 
are in the hands of the company. In other words, 
there is nothing that they have no control over. 

I do not know how far to pursue that with you, ‘ir. rlotkins. 


Suppose that the pipeline rate was reduced? 
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Yes. 

It would give the Imperial Oil Refinery at Hast Calgary 
a lower laid down refinery cost? 

NOt necessarily. Secause, you see, to-day the Imperial 
comes up here and says the price at Turner Valley is too 
high. 

Yes? 
And the Commission finds the price is too high by 5° cents. 
Me nosted)Tield vri¢ce? 

Noy? thes papeline: rate. 

Yes? 

HnOviNe yy) Nac Viki, wo meduce: thie; price LO cents. 

what, uredwcer wha thiprijee 10) cents? 

lam assuming they had in mind to reduce the posted field 
price TO ments, “they Wil only cut it 5 cents and 
equalize’ the Loss» on ‘the pipeline. That is all that is 
gO0ing to happen. Why? Because they are going to create 
a condition which will permit the other crude to come in. 
I presume you know one of the functiions this Commission 
has before it is to analyze the posted field price 

and see whether it in its opinion is a proper field 
price? or) now? | 

N€ll, Mr. Frawley, I do not see how this Omuission 

or any ©“ ommission can decide on that when the matter 

of price is a matter of competition, in all cases. 

Of real competition? 

J€11, of real comnetition, yes. shether it is real or 
not it is colipetition. 

ithout pursuing F hat. Goo. Parsic. sa. 


SR. NOLAN: , Do not hesitate, go right along. 
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MR. FRALEY : Yes, I am frankly hesitating. 
Ley DS GUE Te WE OR Bei. .0 3s 

ca eee) Se) ee There is a time element? 

MRS BP Rie rs bess Yes, there is the: time element, 


tay Poe eeer oie amelie piraue 7t.) Ll) sut Lt TO you's 
moment ago when you advocated a sipeleine rate that 

was high at the moment and tapering off to a mere carry- 
Ing charge in 2 shorv. time, I spoke about the user. 

Not the consumer of the petroleum products or the 
producer of the crude but the tser, the fellow that pays 
the pipeline rate? 

Yes. 

I put it to you that this year's user would be paying 

for the benefit of the user a few years from now? 
Theoretically, that is true but in practice, no. For 
this reason, 1 am not in business for a year. I have to 
amortize My euulpment Over a’ number of ve7rs. Tam 

Teaceo With the s=me problem as the pipeline company, and 
if I can benefit --~there is 4 distinction between the 
Sntire industry benefitting from @ lower pipeline price 
and an individual benefitting from a lower pipeline price. 
For’ this reason, If I am able to go and make my own 
deals in Turner Valley with the producer, and the Imperial 
has no effect on what that crude oil costs me in the 
Valley, if I am able to make my own terms and set my own 
conditions then the matter Of the pipeline rate is a 
vital one and a live one for me because no matter what I 
can do about the crude I know that I am going to oF y so 
much for the pipeline. But the public or the industry 

as a whole is not in that position, because I represent a 


very small percentage of the industry. with the result 
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that if the bigger companies who have lost their share 
of the market, in my peeeccane of the faets, as I 
have told the Commission and as in the way I have 
suggested, I do not see how that is going to affect 
anybody one way or the other. 

THE CHATRITAY : shat do you say is the remedy? 
The remedy? 

Yes? 

The Dominion Government is the only one, in my Opinion, 
that can remedy the corditions by imposing ltws that 
would make the american comoanies operating in Canada 
adopt a Canadian policy and they can do that because they 
are in a position to prohibit the entry of crude or to 
impose condi tions in an Inter-rrovincial way, so that 
the companies could not jockey between Governments. 

That is the remedy as I eb it on a matter of regulation, 
tn other words, I feel that the Canadian market is being 
used by the American companies as a part of the North 
American trade picture and irrespective of the rights or 
She interests) of tae country or of its citizans. .And 

1 nave in mind in time ofr war. We. have. a condition here 
in Turner Velley and it is vital, in fact the papers have 
told us aba.t the Admiralty representatives being here 
and I know the French Government has been here “nd 
investigated the Situation and if to-morrow War was 
declared it is in the nower of the American comnanies to 


put the orice up on Turner Valley crude at any figure they 


see fit, because in co-operating with the American branches 


of the industry and with the American Governments, and 
we have past history to guide ourselves with, the 


American Government has seen fit to place embargos or © 
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remain neutral, which me:ns that the oil supplies of 

the United States were not available to the belligerents, 
with the result that the Standard Oj1 of New Jersey 
through its affiliated companies in Canada, knowing 

that the Mediterranean PAS cies be closed and knowing 
that other fields in the orld may be closed, would be 
in a position to demand three or four dollars a barrel 
if. Gnere Was & scarcity Of Oil in the world, and this 
was one of the main sources of supoly for boats at 
Vancouver or any other place. with the result that 
what I am submitting is this, that the Canadian Govern- 
ment has not seen fit to treat the oil industry ona 

Mav Tonat Dasiss “and if we dS not trest it in that way 

1 see Tio Temedy for these conditions. If we treat it 
Ch eoveatoo al basis and Gisregsrd. 2rovincial lincs 

it 1S sossible then to have the cost of nroducing a barrel 
of S11 bear some relation to the cost of selling and 

tie Price 91 selling or tue selling price of sne gallon 
of gasoline, where at the present time the two are poles 
apart. Mie esl pia We mutter, the nation suffers, 
the citizens suffer and individuals in the business on 

a Canadian basis are unable to compete with the major 
companies. 

THs: CHALRMAN: ey questions? 

Re NOLAN: 7 Mir. Frawley, fee you going 
t ask this mages anything about his financial statement? 
MR. FR&aeLEY: © aU neha: 

MR. COMMISSIONER LIPSETT: Bcfore you pass, woild it be 
nossible in connection with this Exhibit "198" that Mr. 


Hervie nut in this morning, showing that to get oil into 
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area A you would have to get 2 reduction of 35 cents per 
barrel and to get.it into A znd a I you would have to get 

a Peauculon Ol 42,100) cents per barrel, on the total of 

20,000 "barrels. | It thst reduction was Spread over 
1,070,000 Darrels shown on Exhibit "165". 

MR. FRALEY: Saxe Dat Loo? 

Che CO Missi UCnR hii ol Tris Yes.  ahat would the >verage 
TeoeCulon per varred Nave to. pe over thet. 1,870,000 

barrels to enable the British 4merican.to cannete with 

RureeriVvaw ey or) in, both A end, A I ? 

mR. FRAWLEY ; ive ok Chay ts) sonething Ar, 
DOvvLe Will have to Tigure out. 

Mane CGEM Solon R LIPoLT?: I) just wanted it put on the 

Pecord wl someone could) téll u's. 

MR. HARVIG: Peay. Py bntik, Opens up a2 

very large question and that there you do come into 

marketing. I think, however, !r. Plotkins would be 

very glad to give you some information on that. That 

is something we will be glad to do if you press that 

further, and I think we will have to do it. In other 

words, I can make a statement to the Commission. It 

may not be that you can just take that so much a ba*rel 

reduction on the 1,725,000 barrels and take that off 

Turner Valley. There’ are other competitive factors come 
in that are very, very material. It may be the only 

fair way of doing it is to take the full 35 cents off. 

That is something that mey rossib]y have to be gone 

into, 

ER. COMMISSIONIR LIPSETT: The reason I am raising 1t 


is solely in connection with the pipeline at the moment. 
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If there is 35 cents, say, to come off 270,000 barrels, 
how much would have to come off 1,870,000 barrels to 
enable the British American if they so wished to compete 
and supply A and 4 I from Turner Valley? 

MR. HARVIE: {I would think the only 
comparison that would he fair fo-ine B, A. would pe so. 
CCEUS* a Dar rere aes s « 

MR. COMMISSICAER LIPSit?: On the 270,000 barrels? 

iim. HARV s Ve, On -everyvuning. ‘I%say 
that is explained in the marketing end and 1 think it 
is sound, i tniek mayoe ur. Cottle “would be fair 
enough tO g,ive "sone ‘credence to a system of that kind 
or that ‘there is at least that contention anyway. 


ine -OCUTTLE: Cérteinilyv, trere is that 


wing 
conter: tion. Die wc orsce Or Turner Villey "crude, as 
Set previously, first in September, 19357, and next on 


January Sth, 1938, were prices arrived at as an average 


of the three different prices, one vrice for the Calgary 


normal territory; a lower price for the Regina normal 
territory; and a further lower price for the Sarnia 
normal territory. Now, tir. Harvie is saying that, 
perhaps, i would ibe proper if the O11] ‘iss to ver suppl ved 
turthe Sarnia territory or inihbis case in the Toronto 
territory, that the field price of oil should be low 
enough to have the barrels sold in that territory stand 
on their own feet, and that the field price for the 
balance of the territory should be at that figure. 
Hence, he is makigg the suggestion that the price of 
Turner Valley crude in the case of comnetition with 
Tast Texis be reduced by 35.55 cents per barrel. If, 


homever, to-day a vrice wes set using the same niethod as 


rey 


i 


o. 


. 
mf 
oy 
‘ 
oe 
1 
. 


oe 

= 
Eres 
rar 


wy. 


4 ~~ 
ve 
: : 


=“ . 
. ail i 
> . 
- > md 
. 
3 
7 ¢ 
. . ‘Si ay pen) 
P ~ » 
. 
3 wet : 
- a : 
= fs \ 
é - “< 
, ren tomy 
- 
. bs oa,* 
=e a “s 
0 ? _ 
' e “3 te 
a . ‘ 
: q ‘ 
eh 
“+ 


Le 


L 


® 


Plotkins. -4814- 


that previously employed it would be the average price 

of what Turner Valley ‘crude is worth in each of. three 
terravories, AL «the imperial Oil Connany is setting 

o now price, which Il oresume o%. the basis of the chart 
Submitted by the eritish merican it would be the 
@ver.ec value of Turner Valley crude in sfoose Jaw and 
Coilgery. territories and the value in the Toronto territory. 
Wow, on the basis of the East Texas crude such an 
average price would be computed as follows. You would 
haye 1,645 barrels worth on present price: 1,30 per 
barrel in the jirea B and including trea BI you would 
have 225,000 barrels at a value of 94.65 cents a barrel, 


Which is 36.55 cents per b.rrel less than the present. 


Hrice. 
Hite. PRESLEY: het area would that be? 
MR. COTTLE: Area Aw So that on the avernge 


basis it would take a reduction on the entire 1,870,000 


barrels of 4; cents per barrel. Mr. Harvie suggests 
to me that would not involve messing anything on to the 
consumer. 

MR. COMMISSIONER LIPSETT: I think, »erhaps, you have 
answered my question. «what it seemed to me from the 
figures on the telegram was that if this reduction was 
only required in A and ATI Areas, it would be a very 
small reduction spre:d over the whole thing and would 
enable the British American if they so wished to supply 
both Aand A I with Turner Valley crude. 

WR. COTYLi: Yes. The figure L gave you 


was to supply the A territory 225,000 barrels. That 


Me 


Le 


rat 


L. 


Plotkins. ~4815 - 


would require a reduction of 4% cents on the total - 

on the basis of Illinois crude which takes into con- 
Eeiorevronm area bt.) fs thad.B LL. or.A 1-:? 

HR. COMASSICNER LEPSSTY: A .l. 

# Ie Thet, would mequire, a reduction of 6.15 cents per 
barrel on the total: of 1,670,000 barrels. 

me tar as, Brbtisly American ws, concerned, or so far as 
Imperial Vil as refiners are concerned, it wovld be 
immaterial whether th.t came from the sroducers or the 
Drpelane vor [rom the railroad rate or any other source. 
ti thet reduction could be got? 

Mec, thet ispeayiair assumption, 
aso on Mr. Horvie’s assumotion thot the market prices 
are not disturbed. 

MR. HARVIu: Hay dyasi Mo. Cotthe if) he 
means by that that we Will assume this is the British 
Americ in Vil Company and all these figures. We are 
marketing throughout the Hest and to take 4 similar cut 
on all the crude would not put them at a material dis- 
advantage with people buying in the same field now 


that are only supplying the local market? 


2 ay COTTLES Yes, it would. 
boot a Vilas So the whole thing comes into... 
enw. (OOM: The councting refinery here who 


is not supplying the refined sroducts in Manitoba 
Would enjoy a lower »rice on crude? 
eae HeaRVins uid the oie way for wisaie 


maintain our »resent competitive system in this local 


market would be by reducing or passi.g on that o cent 


cut or Whatever that might be on the local market, which 
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Would nov €ive uS money to pay freight through to the 


foreign market? 


Dis. COLTLE That 1s right, Mr. Harvie, 
MR. HaRVI: oo the whole thing brings up 
S Very CMiplicatvea Marketing question. . All I am 


prepared to suggest et the moment is it could not be 
done that Way, ir. Commissioner, if you wish to be 

fair to Memieuent marketing company. 

YR. -OOTTLE: 1 would say it was done on two 
mccoasions. 

BR. HARVI a: iam not, denying that at ali. 
But possibly all the leeway has been taken up and it 
Cannot be done afeit, —Phet happened before the IL:inois 
Pero eaten and that brices up this other problem. 

Po Cte toste aR bir oer: So far as any reduction, 

of envy, In the Gipeline rate, sould the market be 
Iffected in any way by that? 

WR. HartVli: it makes no difference at all. 
Poli wo on b eave ditrerence at all, but you have 

to be very careful in what you say the difference will 
be. & reduction of say 5 cents in the pipeline rate 
and leaving the field price the same would not change 
the contention I -’ making because the consumer or the 
refinery in Calgafy distributing in this market alone 
would get that benefit that the other compsnies that are 
supplying the entire West would not get. ‘So they are 

in a position to lose that competition in this market. 
MR. COM ISSIONER LIPSETT: If you cut 5 cents a barrel 
off all your crude oil, I am not saying from the nipeline 
ae trom anyone, bot of you.eet 5 cents a barrel tor 


your entire barrelage of 1,€70,00C barrels, would not 
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that take care of this extra reduction that you say you 
need to keep the market in A and A I? 

MR. HARVIE: I think we are on record that 
we are doing everything that We can. On the other hand, 
we do not want to-bée“ut.in an unfrir or a misunderstood 
posi tION. T suggest this as a possible exrlanation of 
at, that if werd) make uy this figure of $114,00C.00, 
Whiten isto cover Miandad) A Il area in Mr. Bronsdon's 

wire. 

MR. GOMMISsIONER LIPSETT: And spread that figure over 


1,870,000 barrels? 


MR. HaRVIG: Mr. Cottle, possibly, will 
do that. 

MR. COTTLE: I did that, and made 4% cents. 
MA. HaRVI: We will say if we mmdc in 


6asy Tieure of 5 cents. 

MR. COTTLE: 5 cents a barrel On..... 

MR. COMMISSIONIR LI-SETT: The $114,000.00. 

mks, COTTLEs a Perhaps, 1. did notw get your 
question. 

MR. COMMIS 51 ONER (orcnse ss) se levndersiend it, i. 
Harvie gets the figure of 4114,912.00. 

ER. COTTL:: | Yes, a saving. 

LR. COMMISSIONER LIPSETT: Yes, in area A and Al, amount- 
ing to 270,000 barrels, 

MR. COTTE: Yes. The answer is the second 
figure I gave you of 6.15 cents. 

MR, COMUISSIONER LIPSETT: Say he got in some way 

6.15 cents per barrel of a reduction on his 1,870,000 
barrels re wished to.put Turner Valley crude into A and 


Al, he would be in a position to do it on the same basis 
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he is working now? 

pay COTTE: Yes, providing he can maintain 
his present market price. 

MR. HARVI:: vn the other hand, if that 
reduction of 6.15 cents, would necessarily, if it was 
taken off the present posted price in the Turner Valley 
or off the pipeline, that would be passed on to the 

other refineries in this district who only refine. in 

this district and they would have an advantage in this 
district over our company’. It mens the only way 

that can be puendatiea ana stvonped would be for them ta "pass 
it 1 torthe consumer in this territory which would 
mean that would aot accumulate and make up the $114,000.00 
adaition~) Cost wo suppby the:sanitoba territory. Is 

that a fair statement? 

be CODE Lia Frovided it was met in your 
prices, Mr. Harvie. 

MR. COMuISSIOWER LIPSETT: What percentage of market 

has this refinery got, iiy. Harvie, have you got that 
figure? 

UR. HAHVLS ; Which refinery? 

wR. COMMISSIONER LIPSLETT: The Lion Refinery. 

MR. H.RVIE! T am not speaking about the Lion. 
THE COMMISSIONER LIPSETT: The independent refineries. 

Is it a large percent of the market? 

MR. HARVIE: Ye are an independent refinery. 
eR, CCMMISSIUNDR LIPS@TT: Ferhaps, I should have said the 
small refineries, ) 

MR. H RVIE: qe Lh. iS biggest comnany in 
this market is Mr. Plotkins. Je only toke a very small 


part of this market,. pesssibly only 20%. 
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THE CHAIRMAN: Well, anybody else? 
like PLOTELNS: I would like to quélify or at 


lédst place our position in reply to Mr. Harvie. 

k do not believe that he quite understands the 

mechanics and the results in each market of the 

Turner Valley posted field price. The fact that 

the Imperial or the British American sgrees on a 

price that equalizes the market value of Turner Valley 
crude in any one stock against some other crude, has 
absolutely nothing to do with markets in that territory. 
In fact the market is predicated on a totally different 
basis. The tank waggon price in Regina has again no 
relation to Turner Valley crude. The only relation it 
has is in competition with some tank waggon price or 
somewhere else so that the local independent refiner 
here is certainly not in a position tc benefit to any 
extent in any differential that might exist in the figures 
of the Imperial but certainly did not exist with respect 
to the marketing of the refined products “ef the loecrl 
refinery in Alberta for this reason, the tank waggon price 
on gasoline, less the expense of selling, represents the 
netback to the refinery in Calgary or in bLdmonton or in 
any other place. Now the difference between that net- 
back and the laid down cost of crude is both regulated 
by the Imperial Oil because they set the price 9? 

Turner Valley, they set the tank waggon price, they also 
create conditions in between those two in the form of 
standard products leaded that we have had no access to, 
Cannot manufacture for thi8 reason and that reason, so 
that we were confined to a narrow market and in that 


narrew market our spread was so little that it was 
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nedéssary to be very efficient, to be on our toes, 
to certainly figure three times before doing anything, 
so that the margin which was left to us is such that 
we cannot successfully compete. Now those same cone 
ditions which exist in Calgary also exist in Regina 
and in Winnipeg because of these factors being con- 
trolled, so that the fact that the Imperial has aal- 
culated a givem price for crude at any one given point, 
does not give the independent either a big or little 
margin because of that fact, because the independent 
refiner is faced with realities, he has to'buy crude at 
the posted field price, he has to pay the transportation 
Charges and he has to refine it. Then ke is also faced, 
that he can only get for his products, with the compet- 
ition as: ereatcd by the major companies, will aliow him to 
get ig that market. Now that is where, when we study the 
market technique that we will find the truth, the truth 
and the basis of the facts, so that for all practical 
purpofes I fail to realize any soundness on the part of 
Mr. Harvie's reasoning when it comes to not spreading 
the amount of money that the B. A. claims they will lose 
if they do not market the Texas crude or some other 
orude in that area and it is obvious to me in that wire 
of Mr. Gaby's, from iir. Woolley or Mr. Gaby, iir. Gaby, 
that what he means, that in order to establish a parity 
of costs at Kegina for the amount of crude which he will 
need in the luanitoba area he has to have that much re- 
duction in the cost of crude, irrespective of market ing 


conditions or any other conditions. That stands on its 


own feet and it applies only to crude. 
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Q MAJOR LIPS2TT: That should be Mir. Bronsdon instead 
of Mr- Gaby? 

A Oh, Mr. Bronsdon. 

Q MR. FRAWLEY: Now your Exhibit "200", itr. Plotkins, 
indicates that this oil should be carried at a pipeline 


rate of 53 cents? 


Psy Yese 

Q I would like to ask you a few questions about it? 

A Yes. 

Q Why did you leave out the other two lines and just put in 
the one 6-inch line? 

A Because in my opinion the other two lines have been, were 


bua Pom whet primary purpose of transporting crute naphtha, 
separator naphtha and casinghead gasoline, and in the 
history of the Turner Valley oilfield they have transported 
substantial amounts and I believe, at least it is my 
Opinion, that they have paid for themselves and=-- 

Q Tra t they have paid for themselves? 
Absolutely. 

Q Vell if you find thet the trunkline that you have pUy, in, 
tae 31.5 miles, that it also has paid for itself, will 
you take it out then? 

4 Yell it has not paid for itself in this sense that the 
other has been in there for some 10 years or more and in 
the flush period of the production of niphtha and light 


crude, there was a substantial amount of production 


transported. 
& Yes? 
A And it is not necessary in my opinion for that many lines, 


in other words, supposing there were some more lines there, 
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that had been built 25 years ago before there was some 
crude oil at all and they happened to be built by same 
othor company7-- 

Q Yes? 

A Ang the Imperial Oil or the Royalite Ilsater acmired 

them and put them into their system, as took place with 
the Regal Line for instance? 

‘) Yes. 

A Well would they be entitled to come here and say "well 
we have spent 5 million dollars over the last 20 years 
and we want that recapitalized A eme wantieedes Sant 

@ You are doing it on the basis. of the eens Gay value? 
On the basis of what is required for present day tran- 
spurtetion of the allowablo crude. 

Q There are twc ideas there in one, it is on the basis of 
present day value anyway? 

A Present day replacement value. 

Q And then you add to that, “is used and usable"? 

A Yes. 

Q And that is why you eliminate those other two lines as 
being not reasonably required? 

A That is it. 

Q To do the business of this pipeline company? 

A So far as crude is concerned. 

a So far as crude is concerned? 

A Yes. | 

@ Now if they are carrying, if somebody wants to ship same 


naphtha through the line, would you not exrect them to 
be able to handle that business? 
A Woll not to capitalize probably half a million dollars 


worth of old lines and have them available to transport 


o a ™ 
a . 
-7 ws ~ . 
mas = - 
“ 5 2 
* 
r, “ assis gag bay ? ie 
: Se< Th. a | A 3 rl = a ie 
; > “i Pane rol : 5 t = : ‘ aX ty 
2 » ese ey M . : ay . 
bey v4 Sy) re , 2 : a b : 
° ; : - re St = F 5% : os re ‘. , 
“a e rs + = ; oo ys a a - : ; , 
, c = “9 ee r = be “st BS we a : 
, 7" ens er cp) ‘ a =, Pe, é y ; a ; 
r. : : ed ‘ , . - 
be a *t a Z fe E x, st Dy 3 ar e et ; 2.0 5 : ee - 
4 s b Be a Aes ‘ + ae s4 ce ; : : 7 
, “= 3 a , - ; : . 3 ~ . 
“4 cay s at, » =) ta = * ~, = 2 r, - ; a , 
ies rigs “ air p 1 > re - * 4 i : ; e 
a re 2 Cd . E, i , | 
oe = . om « ad + Be “ os aes - 
"4 ye : pe ~ Pi. 4 - er, : . 
2 re - ee “ ; Ee : ts 
ots of q + ae : : : 
Spee CZs o a + 2 : - : ’ S 4 
©ug + ‘ a ban : ; pe - *; : ¢ 
c ae : Z - E ' a . is Ae a 
) aE i : | | 
oa e al ten ty : ~ ze ei. : a # ; 
. ss + 3 on : 4 : | 
~ “sy ei = : 3 : iV a3 Por ity s. : 
‘ Laie . 2 1 ms 8 ' s oe - b= a - pe: 
. Li t > - = : . + z . ; 3 
4 - Si i >: 
. : = : z ” aa & y { me - ; Po 
7 3 a . ; ‘¢ > . : F! Nee . ’ 
“4 fe a ) ish ’ = Be ate % a & ; : ; ‘ Mss 
| | % es = aa 4 
4 f oa - : 4 5 e- 7+ 2 -s 4 “fs ca ii fia. 
fre - 2 sc = . Rt “i z f > ’ ¥ 
- ' ‘ 2 S : f 
aed = - 4 oe De : $ ; 7 
2 : . . : : 3 ; 
. 3 ie t 7 : ; ; : 
f = Py -s ; 4 - 
a : 7 : < £ - . e . ~ x - ry 
: f : o- “ 5 : 
ey i : 2 ; 3 : | 
ne as i : 
2 : + pee - ‘ 5) 
3 3 wi % a 7. e = te ~ . ~ = “ 
oe ; - “3 “an : ee - { 
-* . r - 2, x=, ars $a Kans: 7. . = -~ 7 & : et : 
Ses | Be 3 atte ia E -. 3 : no o : 
ae "4 . :. n - = « Mi ~~ iz : : 
: oS; : a R Pye ow =) 2 4 : : 
o- re ee od = a . = : 
‘ . = Fr - z a ic a i Z f 
: 7 rec : sy - : } - ; 4 | | 
; Z Se . ri wes <n be - i = y ne . 
; " e : ’ - q me ~ ; i ae : by 
re . = E 5 < < ay Sy 
; <i 5 - = ae 2 ag 24 - ae rs 
#2 ; : cams ofe ane we «és om ; 
Be: é 2 _ ved . 
= ' . Bae as = 
, : 3 " ae = z£ Ls — 
: aa os ” ad 
‘ baeD ‘ ES P shee ‘ o a ie ; 
‘ = : < 5 . 
F : fs 
ie, ee eS: = , 5 2 Es eae bec 8 
& ‘ ci BA - : 2 : oe 3 : ; 
- aay 7 fem te * y 
_ Fon a . 
1s “4 ‘ : : : : & ; | 
: : : : " . eet Af 
+ ae i : ie i . 
5 ef . - ax ’ 7 - - . 
es ‘a > i : 
“Fo 2+ ‘ 2 ci re : “ ; 
ES - ; F 
; oe ss aad ee 
2 6 ; j a , ; 
2 : 2 “ ; 
hase z s 3 z . 
S et 5 : ; | 
ae, ve M 0; t 4 ; | 
“ pon ei = as : | 
s ‘s ‘ 
; <3 aA r 4 < e 
2 = 7 é = - ‘ z ) 
S, 
3 , : tae 
ne ze se | 
Met : > F ; 
° ; ; : : 
| 4 + . 7 - 
“| - aa ze > : * 
: _ i 
: = r a a : mM at 7 
Sic i 7 ; . : = | 
ia) : * : 7 | | 
pony = <p! : ant : mr ened 3 d : a | 
<3 S ee °F : a, ; : 
: , ‘ “ 3 ws 
Re we é Cm 2 : . 
WwW tes ie 5 , : 
- ’ = = 
oe 2 as ri , . | 
we , , ve ray a , 
ie ‘ . = % i 4 
: : We? 
> ~~ hy . 2 . . 2 : . 
ee i ‘eis : as oP ; | 
a ~~ @ - 5 ON Z ; : 
i oe 3 = : e = ¥ re : : 
“ = ; : = eA ee é 
wn 7 = t 
: 3 - = wos 2 
3 Os * EP es . 
{a ae } - an 4 3 = | . : | 
2 ce ge 
= - 
£) | f | : 
cam : ' | 
m é a : 
te 


L.L-Plotkins 


Cw4 
5 


© - © »& 


~4825- 


10 or 15 thousand barrels of products in a year or 
whatever it is, it is a very small percentage. 

Z do not care how much but tell me how your figures 
serrate they are going to handle the naphtha? 

Well if we had figures to show what it costs we would 
find the costs considerably higher for transporting 
naphtha, the quantities that are now transported. 

If it were to stand on its own feet and it would be 
certainly cheaper to transport them by some other 
method. 

You mean by truck? 

Yes, or some other way. 

what you are laying down here is the basic requirements 
for this pipeline system. which cnly inéliudes one. trunkline 
for the carriage of crude? 

Crude, that is right. 

And you make no provision whatever for any trunkline 

to carry naphtha? 

No because the Conservation Board has made several 
attempts to absolutely close down as much as they pos- 
sibly can the absorption plants and at the present time 
there is certainly very little absorption plant gas- 
oline going to bd available tc <« this pipeline to 
transport. | 

Well now look if somebody wants some plant products, 
never mind about naphtha, but they want some absorption 
plant products for refining purposes? 

Yes. | 

There is no way of getting it in through this syatem? 

I can get it by truck. 

And you would say, should the Imperial Oil get it by truck? 
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A No, I do not say that, £ say that if they want to 
maintain the system for thoir own use-== 

Q What you would say is, you would turn this naphtha 
system over to the Imperial? 

A Ye@se 

Q If they want it as a private thing for their refinery 
let them uperate it as such? 

A Ahsolutely, because it is certainly not justified for the 
volume of naphtha which is going through it. 

Q Now you put in here 73 odd miles of gathering lines at 
$2,112 per mile? 

4 Yess 

a} That is the same, that comprres a Mr. Cyultis! 
figure of $7600 per mile? 

A Well I do not know that, I have not seen that direct 
statement. , 

Q And you put in tanks, pumps, equipment, buildings, 
boiler, water and general utilities, $175,000. Mr. 
Hill said that the present day valuation of the tanks, 
pumps and equipment and any utilities, no, gtving ng, 
making no allowtince for the pipelines proportion of the 
indirect utility assets, this figure was $415,554. 

A Well the difference I would account for in this manner, 
the Royalite Pipeline Division hes in the last number 
of years required a lot of equipment, quite a bit of 
it, I assume from the hegal people and they have 
erected from time to time structures and pipelines and 
gathering lines, to serve the naphtha wells. Well now 
if they are atte oa there may be two or three times 
more plant than is necessary for the carrying of the 
erude and that ig my opinion as to what may be the dif~ 
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Yes, you show income tax of 20%, it is really 22 you 
know? 
Well I was taking our aduitor's, and of course he may 
be mistaken, I thought it was 20% and he told ms it was 
15% for Dominion and 5% for Provincial. There is a 
figure on contingencies which would take care of that. 
Yes, why do you say 45 miles at 10 cents per mile? 
Because the formula that is given in this book of 
reference gives that method of estimating operating 
expenses. 
Now I am reading from page 99 of your book? 
Yese 
SKOOL oy Ol. 
"As pipeline operating costs at different local- 

ities are widely divergent, no attempt is made 

to state any exact figure, though it probably 

will be between the limits of 4 and 10 cents per 

100 barrels per mile." 
why do you think that that excludes the gathering lines? 
It does include the gathering lines,that is the cost of 
Operating the pipcline system. 
Then if it includes the gathering lines,then why are 
there not on your own figures 92.7 miles of trunk and 
gathering lines? 
Oh you mean it includes the gathering lines as to the 
calculations? 
Yes? 
Oh no, it does not include thea because it is assumed 
that a certain sized trunkline, I mean that is my 


opinion on the basis of this, because it must be found 
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in fact, the formula which is put forward is based on 
a certain sized trunkline, a certain sized trunkline 
is capable of transporting crude at a certain rate, 
and it is predicated on the fact that in order for the 
trunkline to operate it must have feeders or gather= 
ing lines. 

Are you finished now? 

Yes. 

Tell me, do you think it fair to expect this one 6- 
inch line of yours to carry a throughput of 6 million 
barrels per year? 

Oh yes, if it is reasonably spread over, I mean if it 
was under normal conditions. I do not know the pres= 
sure, that the line was built for, I do not know what 
existing velocities are used but Mr, Coultig no doubt 
cag tell us the minimum or maximum that that line 

with its present pumping equipment can transport. 

Mr. Plotkins, I want to ask you one more question, is 
your Exhibit "200" made out entirely from the formula 
which you find in Exhibit "201" and sae estinates 
that you have made of vaiues per mile cr is it related 
in any way to the actual experience of the Royalite Oil 
Gompany as reflected in their books or in any of the 
statements which we have had presented, the Jersey state- 
fients or the fee eancan tht. akabedent, or the books of 
the company? 

The statement itself has no relation whatever to the 
statements that have been here submitted but I have 
naturally compared the calculations or the results of 
those calculations with what I knew were the facts as 


they have been presented here in the matter of operat~ 


#4 Beasd ai Peewee fox at doisw ahaset af? . tet ake | 


| agzivasad fheni se Gl@sees *® ,HULIBARSTF SCALA Beegaes #2 


ye os . ce es «i 
gRES®- ASAPIES © FP CERTY SALITFRRSES 2A Bids qge 3 
ei? 24% sehad gi faa? 290% Shy Be ReRerI Nees, az 
Pr <wikee ry eee iy 32s if bad Sty # & eee fod “ # 
oo 
: #9 POR LALS 
! 
- 
wa am fi Sine Gé Gish 22 Bee 2 Ge 
eS 5 e F te 
Pod ae ! Sat Ag 2 SUGAS quod ms Te 7 STi y an 
a ee p ® ~_ 
Sees "De es 
oe &S Pe 2 rig Yat eigeees Bi ws 
/ 
id “ e Sawer tr foes & 
beh | ah 3 Re « pe # Hp roe ey 7 Aes TEC] wees 
Prey We Pa 1 tnd sa” onal aid 2s 
14 pol a Ny li piud Bead: & fie may Z 
- d bth oe xf ara wo os 7 im ne = Rs baa. a ‘wee ; 
maf wold Pat OER So ARE. Bee eis ‘tied a 
SECT ABS ELAS, Bae Faeeesg pte. 
- : A A ‘ 
eM ae: - Pe hy oa ee 3 * af < oe ’ a" - ete aay pl’ 
RR ~pWGAIBLD SSR 08% VOT Ree oe -feew s PEED 
. * t’ 
G 44 $ > eyed Pe as ee ie ao is Fis at , - a 
Be hehe ie <2 Hs mas ae 2 § eal "Side as aoe Coarse § 2 phi eGog* Pididwa ; 
i. 


natMictag aac fae WOS op pee ag Bak”. see a 
: HSéhie% FL AL ¢5 @£i8 460 ael.e¥ bed rea yy id OR 
f£0 e¢ilmon odd te senel vege Langow ad # oF Yaw wae 
oid *4 “fe of.98 adead thong as be toa ltas aa. 


n 


’ if ws Pas ns Yee ESS & eg ¢ Awe 


c , Vi f 4" ; “Ab ¥ ; ou x 
ta a7 2 sea BAe Ye eaety Ys) piwe att: » Ghd 
AS ch ot me AG Phy pun ‘ae 
a8 4PGaR B coe geo 2 tani Atl 1O 4 
ria? if nd + Z ent oy, © * + | ; ? " xe ‘ 
eae se : 


4 
a ‘ ve 

=F ’ 

a 


Wye 


LeL-Plotkins 


cad 
8 


ing expenses. 

Yes? 

Not in the matter of indirect costs. In fact this ig 
the basis that led me to Bearch and to find out how, 

I mean this book gave me, or at least, made me curious 
te find out the discrepancy between the figures aa sug> 
gested there and the figures which were submitted and 
that is the basis for a lot of my questions. 

This figure of $210,000, that is an approximate cost 
figure? 

Yes. 

That i5 both direct and indirect? 

Yes, that is operating and maintenance costs as shown in 
that table. 

But all the indirect, the use of the utility assets, 
administration expenses and everything? 

Now on the basis that I have submitted this statement 
which provides for utility, for all utilities except 
electricity and this figure of 10 cents per mile of 

100 barrels to my interpretation, an that formula 
certainly includes all the utilities. 

It includes everything? 

It is an overall figure, it includes everything. 

THS CHATIR.AAN: It all comes down to this, that 

Mire Plotkins says in the light of past experience 
experts in the United States have been ablo to say that 
a pipeline going a certain distance to a certain 
point should cost, a certain thickness and all the rest, 
should cost so much money? 


That iS correct. 
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a And that it can be operated within a certain range 


S 


& > © & 


Biven 2% 4 Gurtiia operating cost? 

That is correct. | 

And that leads to the rate which you have proposed? 
That is right. 


Re FRAWLEY: I have just one more question. 
THS CHA IRAN: He has made up for you how it is 


arrived at. 


we FRAWLEY: This page 99, this figure between 


4 and 10 cents per 100 barrels per mile , what reason 


have you to think that that does not include deprec- 
lation? 

Does not include? 

Yes? 

Because it shows the pipeline operating costs and 
Yoperating" is defined in this formula. I have given 
the numbers of the pages so that the Gommission can 
see what was meant by "operating costs". 


Now you see on page 119, if you will lock at page 119 


cf your book, you will get an idea of whether depreciation 


is in operating expenses or not? 

Yes, it says operating expenses. _ 

And it shows depreciation as one of those? 

Yes, it shows depreciation. 

Then are you not doubling up then, you see you have too 
much in, this rate should be foaia ras, far be it for 


me to try and keep this rate up too high, ir. Plotkins? 


Cffhand I would not be in a position to say that what 


you say ig not right. Pardon me, I want to make a ree 
mark on that, it has been made, 2 have made it my bus- 


iness at various times in going through the United 
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States to ask executives about costs and especially in 
connection with pipelines and I have always had the 
impression, at least I gained that impression from my 
talks with various people in different places that 5 
cents even for a comparatively long distance is a very 
high cost of transporting a barrel of crude and I am 
sure of this, I am just going to advance it for what it 
igs worth, I at various times had long talks with Mr. 

J. We Johnson, I have known him for a good many years 
and I have been closely associated with him, and I 
believe at various times I have discussed pipeline costs 
with him and that is one of the places where I gathered 
my impressions; another one is with Mr. Fisher, 6. \. 
Fisher, who operated and still operates, he is a local 
Calgary man, operates a short pipeline in the Red Coulee 
field and I have noticed that every private company, as 
well as the ma jor companies, have made every attempt that 
was possible to wee that the pipeline division of their 
company was divorced in their private set-up from their 
other activities because it was a highly profitable 
venture and it was outside of the control, usually out- 
side of the control of the immediate management of the 
company, in other words there is an attempt even amongst 
independent operators to keep for themscives «ny ehance 
there may be of erecting a pipeline and charging the 
regular rates and making that their own private op~ 
erations and not let it go in with the rest of the 
company's activities. Now that in fact 15 what took ploice, 
in the experience of the iiaple Leaf, that is why the 


Montana Pipeline was created as a distinct company. 
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I recall in my associations with the ijaple Leaf Pet- 
roleum that the minute that the pipeline looked like 

a very profitable venture, the directors decided that 
they were going to make it a personal matter and they 
took it out of the company and that pipeline paid 

some good big dividends. Now that is my impression and 
I feel that 5 cents is a nretty respectable figure in 
the light of what I know as to the cost of transporting 
OLl. 

MRe FRAWLEY: what this country needs then is a 
good 5 cent pipeline? 

Yes. 

wR. NOLAN: Mre PloOtkins, you have not taken in- 
to consideration anything other than the 6<inch line, 
you are suggesting that that line will carry 18,000 
barrels a day? 

An average of 18,000 barrels, yes. 

That means that that average has to vVe maintained day 
after day, does it not? 

Yes.» 

It means also that if it gous up or down there will have 
to be more or less carried on the succeeding days? 

Yes, I want to make a remark there. 

wake it as ce®mcisely as you can? 

Unfortunately our engineer wont away and I had no 
occasion or no chance to have him calculate or find 

the details which would permit me to know definitely 
what a o-inch line of a particular type oO pipe which 
is put in this line, can carry, so I am not in a pos~ 


ition to suy definitely it will or it will not. 
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No, but in the statement which you have filed, Exhibit 
"200", you have taken out of eer aiau ates both of tne 
Other lines, have you not? 

That is correct. 

Now you Know, wire Plotkins, that at one stage last sum= 
mer during the peak season the pipelines were at their 
capacity throughput? 

Yes I Know that. 

You know that? 

YeSo 

You also know that pipeline number 1 has carried crude 
from time to time? 

Yes o 


Not all naphtha but some crude? 


Yeo. 


You also know that number @ has never carried anything 
other than crude? 

I cannot say, all I know is what I have heard here. 
Yes? 

Yes I have heard that. 

All right, you have a refinery? 

Yes. 

What is its cavacity? 

At the present time approximately 500 barrels. 

About 500 a oeee day? 

Yes- | 

It doesntt run 500 barrels every day in the year, 565 
days, does it? 

No. 

You have your low point and your high point? 


Vell we run it intermittently in the \/inter but in the 
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Summer it runs steadily. 

But you keep your capacity of 500 barrels a day? 
Yes, while it is running it has a certain capacity. 
You do not take away some of the capacity of your 
refinery when your refinery requirements are 100 
barrels a day, do you? 

No, I cannot add, if that is what you mean? 

You have a reserve capacity which you have there for 
your peak season, for your peak load? 

Oh no, no, I have to run my refinery for economical 
reasons at the maximum. 

That is right, but you do not refine 400 barrels per 
day every day? 

No, we refine 500 when we do refine. 

So when it is lower than 500 you have your refinery 
maintained to run 500 when the occasion arises? 

Thnes 16 Yight « 

Shll right. Now I want to ask you also if you were 
basing your evaluation on the physical value of these 
assets? 

On the physical value? 

Yes? 

Yes, as good as I know howe I calculate it that the 
trunkline for instance, 10,000 miles, or 410,000 a 
mile figures out at $1.36 for a 6~inch pipe. Now this 
pipe I happen to know, I saw the pipe, using clear 
ends for welding. 

Yes? 

And I know what the price of pipe is in montana, it 


is 92 cents. Now knowing that the price here is 
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higher with the duty, I assume that $1.36 may be a 
reasonable price. Now, it may not be enough in the 


estimation of the company but I know~-- 


(Go to number 4834) 
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what is that for, sr. Flotkins, is that for the trunkline? 


That is for the trunkline. 

How much? 

Clos OF Leo, Sil 59.4. 

Ter OO ur 

ec. 

DOW OU aoa rr Lotkins) “did you pus in the gathering 
Lines at 40-cents a foot? 

esi ta daig. 

You know that they are 2-inch, 3-inch and 4-inch lines? 
Yes, I know that. 

Would you be surprised to know that the weighted average 
Di Une) COst per To0t Of those two, three and four inek 
lines is $1.12 a foot? 

anen they Were new? 

Les? 

Pec, ulay We iperteesly possible, but,;l =lso realize, how 
many Wells are there in Turner Valley, crude wells now 
PP OCUCIUR) . Oe. fou te ld. me. taat? 

eg.) 6G: 

68, and I quite realize it would not average a mile for 
each well to ponreet it so there mst be sme of these 
gathering Lines being used for other purpsses., 

Would you be surprised to know that there is not one 
single foot of the gathering system that is not in use 
to-day? | 

What do you mean by not in use? Not in use for crude? 
For crude or naphtha? 

well, now, you see, I have not taken into consideration 


the naphtha system because the naphtha system is on its 
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last legs. 
All right, then we will leave that. Have you any allow- 
anee in” your “calculations ‘for terminal storage? 
No, I have not taken the m°-tter of terminal storage «t all. 
ALi 1 -peve “taken Here is the field “nd ree eSatwne 
storage. 
NOW, you Said yesterday to my learned friend thet: you 
thought that this pipeline should be amortized quickly? 
welt, aeeclérated during the first few years. 
accelerated during the first few years? 
DoS 
sO ven there sha ld be a price’ imposed upon this utility, 
if it becomes warranted, which would enable this Valley 
to compete With other Valleys? 
With other DTields? 
With other fields? 
Yes, 
And Lenotiee tn your @epreeiation 2ccount here you have 
depreciated at the rote of 5%, 10% and 7%? 


Yuss 


4 


and that takes 


6) 


us at twenty years, ten years and fourteen 
years; now, is that yorr idea of a quick amortization? 
Ie tae S statement wos preorred (to justify the price of 
54 cents, which I had submitted for a fair price in ay 
bree. The idea of accelerating the depreciation 
rates did not occur to me until after I had pwepared that 
brief. 

Then you would, perhaps, prefer to change thit now, 

would you, Mr. Plotkins? 

Well, it is not necessary to change it. Te the 


Comission saw fit to use any figure, it is & question 
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of their opinion, whether they feel that that should be 
done or not. 

eS 7 OU al a Paro Mae! , sls nsae leis 

I am just advancing it. 

When you put forth Exhibits me these, you must assume 
that the Commission is going to nay attention to what 

is contained in them, now, do you want these depreciation 
rates to remain as they are or do you want them changed? 


T have only submitted this statement to show that trans-~ 


yorting crude could be done for a certain figure under 


certain’ condi tions. 

Did you work back from the 5% cents? 

ork back? 

Work back, you took the 5% cents? 

DD e 10. 

But you had 5% cents in your mind when you started this 
calculation? 

when I started this one, beeause I had already lost, or 
at least 1 had no chance to refer. to the calculations 
which 1 made before, but them.calculations were cerfainly 
not worked back. 

Oh, vou had lost the calculation which originally gave 
you the 5% cents? 

sell, they were scribbled, just the same as I scribbled 
this. 

vé Will call them the working papers? 

Resend iL will tell you the truth, Li did. not, work, them all 
out, I nad our engineer do it in part. 

There. are only a few things yet I want to ask you, you 
are taking the physical assets as they are now in this 


pipeline operation? 
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Did you make a physioal examination of them? 

Not except in my mind, I endeavoured to nicture what 
would be necessary to do the work. 

You made no provision for operating the gathering system, 
did you? 

Gh, ves, in’ therrate.of) (Se) cents. 

324 cents? 

Ss cents, thst it takes for overating and maintenance 
ests, It eCyers all the operating and mpainteénance. 

I notice operating and mintenance costs are 35 miles at 
10 cents a mile per 100 barrels? 

Teele iS Ue rwTormia which is given in.this book ‘to 
arrive at some basic figure. 

But 35 miles is the length of th= 6-inch line? 

Less 

14 doesn trancoLude tne Nose Line? 

NOe DU My resdiagrot this DOoOk and my experience in 
dealing with the problem is as shown in this book and 
applying them to our business, leads me to believe in 
the calculations, leads me to believe that that includes 
the operating costs of the entire syste. 

Ai iriena nen. What yourore saying in effect is this, 
SGu WeoW ivi nut th on nthe record, that. page 99 of thas 
DOok Om Which you base your estim™=te is, in your Oninion 
an indication that the operating costs of the entire 
system, trunk and gathering, is to be found within the 
limits of 4 and 10 cents ver 100 barrels per mile? 

4nd is weighed and estimated by myself, not only on this 
formula and on that page but in my reading of various 


referenee books. 
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You spoke about a pipe line I do not know very much 
about, Mr. .. C.Pisher's pipe Line? 

Yes. a 

“Vhere is that? 

That is one that wes not shown on that map by the way. 
Theat is in Montana is it? 

That is in Montene. 

where does it runt 

It runs from the Red Coulee field, which is a@ Field 
approximately 6 miles West of Coutts, to Coutts. 

From the Red Coulee field’ 

From the Red Coulee field to Coutts, 

Yes? That would be a distance of hov far? 

6 miles roughly. 

And what is the rate? 


3 do not know what the rate is. I think he allowed 


himself 5 cents. 

Think what the rate might be the last you heard of it? 
I do not knov' if there was a rate. I believe that the 
British American paid him an allowance of 5 cents, and 
on that figure it was very profitable. 

How many miles? | 

As faras I Knov', 6 miles. 

6 miles? 

Yes, & small volume of course. It is a 2 inch line, 
or ty rocorlect ion is right. 

I suggest to you that the rate was 123 cents, is that 
right or do you. know? 

I cannot say. I vas under the impression it was 5 or 6 
cents. It might be 124 cents. It might have been. 

Lk. PRIVLYY I just went to ask one or 
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two guestions. You see you agrecd with my friend that 
the pipe line rate should be high in the early years 
to allow the investment to be quickly amortized so 
that Turner Valley could compete with new fields? 

4 Yes. | 

q I did not follow that? 

4 VTeLLecsce 

) hat has the pipe line rate got to do with the price of 
erude oil? 

S As far as I am coneerned no actual effect . But as fer 
as the Imperiel is concerned it has e lot to do with it 
because the Imperial disregards the posted field price 
and calculates of what its net cost of producing a 
barrel of crude and emi Neoontine it to Calgary or 
Regina, and weighs that against the net cost, not the 
Pipe Line. 

0 That is what it has been to date? 


4 That is what it has been to date, yes. 

0 The pipe line rate has alvays been closely tied up with 
the posted price of crude? 

4 Yes sir, so as to create a condition. 

Q They figure the velue of crude oil today and add in certain 
pipe line charges? 


A Yes, costs. 


Pipe line costs, yes. 
A Not pipe*line réetes. 


“Vell a rate becomes a cost? 


O 


A Oh no. Vith the Imperial in my knowledge of the facts 
it finds out what it costs to produce a gallon of 
gasoline and they do not say Turner Valley crude is 


worth Fee 6 and the pipe line rate is 15 cents. They say 
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4{t costs us so much to Produce a barrel of crude on an 
average in Turner Valley, and it costs us so nuch to 
transport that barrel of crude and we lay it down in 
Calgary for so much, and what cen we lay down some other 
crude for on the same basis. 

@ The only point I want to make is this. :e have all been 
assuming, perhaps with SOME YEASON. cece 

A That is no assumption. 

G Let me finish my question. ‘"e have been assuming and 


perhaps with some reason, thet the pipe line division at 
least of this Company will now be under the jurisdiction 
and Supervision of some regulatory body? 
4 YesSe 
Q And, therefore, I take it we can assume at least the 


rate is going to be fixed having in mind what 4 fair 


cost is to. trensport, the crude oil’ 
A That is correct. 
Q, i would like to know, therefore, if we have our pipe 


line operating that way and the pipe line rate established 
in that way, what relation it has now to helping Turner 
Valley crude to compete with some other kind of crude. 
It would not have any would it? 
b It would not have any except with a fer independents. 
Zt Would reduce their price. 
TH CHAT Als ve Frewley, do you wish 
to pursue somevihat my suggestion that the naphtha line 
Ls of very.little use? 
Mew it PUY $ That is something I la ve 
heen considering. 
TH GHAIRIAN: On the basis of the valuation 


it is.of some great importance. 
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Plotkins. so on 


Me. FRAVLSY: Vaves, Lo would | iikento 
explore that. 
Mr. NOTAN: It seems to me the proper 
way to explore it is throggh cir. Coultis who is here 
and available. Of course, ask r. Plotkins what you | 
like but I say Mr. Coultis is heres 

H CHAIRMAN: I have no objection to its 
being explored through any witness at all who has know- 
ledge, but finish with this witness first. He has 
raised it end let us see what he has to say about it. 
MR. FRAWLEY: In the Calgary-Turner 
Valley area, if I may use such a term, there are these 
refineries as I understand it. The Imperial Oil at 
Calgary, the British Anerican Refinery at Calgery, 
your refinery at Calgary, and Gas « Oil Products refinery 
in Purner Valley, and those are the principal refineries 
in this area? } 
Yes. There is the Munro Refinery here in Calgary. 
Yes, but a very small operation? 
Yes, et the present time. 
S11 of these four refineries need absorption - need 
nephthe. 
There is another refinery which is assuming quite large 
proportions and that is the Becker Refinery. 
The Becker Refinery? That is in Turner Valley‘ 
Yes sir. 
And they all need some.... 
Casing head, plant gasoline. 
THE CHATRMAN: Call it casing head. 
MR. FRA 'ILIY: This glossary is finished 


and i8 ready to be handed out. They need casing head? 
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A Yes. 

©. Ané that is a product that is manufactured in the 
absorption plants and sometimes celled ahsorption 
gasoline? 

v2) YeS Sire 

( Now the largest shipper is the Imperial Oil% 

A Yese 

9) They make this casing heed at their tvo plants in Turner 
Valley’ 

A Yes sir. 

@ The British American makes theirs at their plant in Turner 
Valley? 

4 That is correct. 

Q ind the Gas & Qil Products makes theirs at their plant in 
Turner Valley? | 

A Yes. 

CG And you have no plant in mot to make it and you heve to 
purchase it? 

A Yes. 

q And the Becker plant ee some or has it to purchase it? 

4 Has to purchase it. | 

Q Normally from day to day whose product is being transported 
through the pipe line to Calgary, speaking now of this 
casing head* 

4 &t the present time when the Imperial Oil is processing 


the British American crude, my Prowisene of the fact as 
evidenced in the distillate that’ we are making of their 
produst, shows that because of the ability of the Imperial 
Oil to process and produce ‘caSing head gaSoline at a 
a lower cost than ae refined product from crude 


oil, they endeavour to use as large a proportion of 
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casing head products in their gasoline and other roducts.... 
Q “hat Company is this? 


b This is the Imperial Oil. 


Yes? 


Je, 


And when the British Americen begins operations its 


t> 


problem or its appraoch to that question will be 
different. They have net got the large reserves of gas 
wells in Turner Valley, in fact they are mnre or less 
crimped in respect to gstting sufficient gas. So their 
tendency will be to use as little - and possibly with 

a modern plant suchas they are building their require- 
ments of casing head will be minimized because they will 
cause the gases that are created in the cracking processes 
to be stabilized and retained, with the result that their 
requirements will be very small, and with the policy of 
the Conservation Board to curtail the waste of gas it 
will further ocurteil their operations and possibly 

the Imperial operations. So that the amount of casing 
head that will be available for shipment will assume 

less and less importance. Now another thing is that 
with the British American in @ position to manufacture 

a better product with their present..... - 

Q Better product? 

4 A better gasoline, and they have erected a modern plant 
and the quality of their gasoline no doubt will be better - 
that is in my estimation of cGourSe@...c.. 

Q Yes? 

A Chemists can dispute that, will be better for the time 
being until Imperial sees fit to also modernize its 
plant, then the Imperial product, with the result that 


in ordér to meet the situation the Imperial will be 


—, 


cane 


Te4 
7 


R -4844- 
L-eLePlotkinss 


forced to use less and less casing head and make a 

better product to meet the competitive situation that 

is created. So that naphtha, for a lot of reasnns, 

and one is we dare using less and less because the gost 

is going up due to the scarcity that has been artificially 
created, and the second reason is because the quality 

and comy tition demands it, there will be less and less 
casing head trnasported through this line. 

Q In other words, looked at only as a common carrier, 
carrying naphtha for all comers, like carrying crude 
for all comers, you think there will be less and less 
need to regard these naphtha lines of this sistemas 


common carriers? 


v3 That is correct. 
MR .NOLAL: There is only one. 
C Piece lass 14 There is only one naphtha 


line is there? 
A Well I cannot say. There were two lines that were 
originally built for naphthe. 
Q Let us assume one line is at least being now used 
pretty well exclusively for naphtha. 
tim. NOLAN: , lo, do not assume anything 


of the kind. 


Mie FRALEY: That is as I understand 
ite 
Pn. NOLAN: It is not right. 

A I understand that due to the uneven operatiogs of this 


company that they use all three lines. 


Me. FRAVLSY: At different times the 
two four inch lines were used for niphtha and other 


light products? 
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TH? CHAIRMAN: You remember we had the 
evidence of lir. Coultis about the elevation of erude 

by naphtha and so on? 

Pie PAO IGE Y ¢ My idea was that there were 
two, or maybe one line chiefly used for naphtha. I may 

be quite wrong about that. 

THs CHA TRMAT s Wot exclusively. 

Mie WOLAN:? The evidenee was only one line 
had naphtha at all. Only one line .as used for naphtha. 
TH. CHATRIAANS: If there is any doubt about 
that proposition we can ask ii%.Voultis quite easily 
rather than look through these 5000 pages of evidence. 
Mite  FRAVLEYS | if there 19 one line thet 
is principally used for naphtha, that is the line you 
said to me a moment ago as fer as you were concerned in 
this set-up of yours, the Imperial could operate that 

@s an appendage of its refinery in its own private 
capacity. 

My understanding is that the two lines can be disregarded. 
And the fact is that that part of the system is used 
principally, other than in peak seasons, for naphtha 

and should be tied up to the Imperial nefinery as 

in the Imperial operations’ 

To the imperial operations of the absorption plant in 
Turner Valley. Wot to the Imperial Refinery here. 

I see, the absorption plant? | 

That is the business of the Royalite. 

The Royalite supplies this casing head to the Imperial’ 
Yes, but it is a separate operation. 

You s®y you can see a decreasing need for naphtha in 


the refinery operations? 
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B That is right. 

Q When the Imperial plant is modernized as you say? 

4 wae 

Q Snd you can see with the Conservetion Board policy 
of having less casing head available because of the 
restriction of the waste of gas? 

f Production of gas, yes. 

Q Yes, and it is only the Imperial and the British American 
wnat uses the pipe line = let’ us be clear about that, 
that uses the pipe line for the transportation of 

naphtha? 

A Yes. The British American to a very small extent. 

q@ And the Imperial..... 

y.) To the largest extent. 

Q Now have you ever had casing head transported for you? 

& No. They refused to transport it. 

Q They have refused to transport it? 

h Or 6 Sven sell it’ to us, 

Q So far as you know of their operations do they hold 
themselves out as Lastitese carriers of casing head’ 

A No. 

Q And it is a consideration of that kind you are endeavouring 
to give effect to when you veocommend that one cf these 
lines be disregarded as far as the Royalite pipe line 
eperations is concerned’? 

A tae. 


Q And let it be tied up to the Imperial? 

i No, to the Royalite division, wrodtucing casing head. 
New I should correct the statejient that the Royalite 
have refused to transport. I should tie that up - 


I he ve" requested the Imperiel Oil to sell me at various 
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occasions. I have made that POGUE eiuc Wot. oO Mit. 
MeLeod and he referred me to lr. Stevens, who was the 
Sales Manager for the Sales Division, and I made several 
attempts to secure maphtha or to have some naphtha 

made available to me and after months of negetiations I 
got no results. 

Q Well do you understand that the Imperial - I do not 
Suppose ir. Coultis can tell us about this ~ do you 
undorstend that the Imperial Oil Company needs all the 
casing head they can get from the Royalite Company? 

A It is not a question of need. If they can make a 
protit. ib. there, is,.casing head aveilable and the cost 
of producing a gallon of casing head is less than prodacing 
a £aLLoOnNOr something else, and it can be sold on a 
competitive market, then it is to their interests to 
produce the maximum amount of casing head. 

‘a I do not know how much you know about the difficulties 
of the refining business, but I understand there is 
one refinery at least that tas found it difficult te 
obtain its requirements of casing head from the natural 
gas that he has been allowed during the cut~down by 
the Conservation Board, and on the other hand he is 
not able to buy sufficient quantities of it from the 
Imperial for the good reason that they need it themselves. 

A That may be their reason and it may not. My opinion is 
that when they had their tanks plumb full, and I knew 
about it through investigation, that they would not sell 
a barrel. 

Q Assume thet this refiner could not get enough casing 
head through his own operations in the Valley due to 


the restriction of gas? 
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A Yes. 

Q And he could not get it from the Imperial? 

4 Or the British American. 

G Or the British American. It seems to indicate what casing 
head there is available is all required by the imperial Oil 
and the British American? 

4 “@ll of course if operations are curtailed in Turner Valley 
in the production of casing head, it is perfectly conceivable 
that the Imperial will have to - well will require every 
bit it does produce. I am only referring to the paste 

Q Let me approach it another way, and this will answer 
things perhaps sufficiently. ‘ie now understend that the 
refineries generally can use the pipe line as a common 
carrier of,crude, oll? 

h Yes sir. 

Q By going to the Conservation Board and putting in their 
nominations, as it has been called? 

A Can use the pipe line by going ee the Conservation 
Board. 

@. The Conservation Board. They go to the Conservation 
Board and say "I want ce many barrels of crude wer month." 

A tes. 


Q It is expected that the pipe line division of the Royalite 


Oil Company will see that it is transported’ 


4 Not necsssarily. 
& You de not understand that? 
A No. The Conservation Board does not give us that under- 


taking. 
q All right. Do you understand that any refinerycen go to 
the Pipe line and get its requirements of crude? 


4 No, I do not understand thst either. 
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Q. Do you understand that a refinery can go to the Imperial 
Oil and obtain its requirements of crude? 

A In some cases they can and in some cases they cennot. 


Q “ell the Monarch? 
A I know some are not able to, to the best of my knowledge. 
Me NOLAN: Is this under conservation 


we are talking about now? 


“The FRAVLIYS Yes. 

MR. NOLAN: And a refinery cannot get 
erude? 

MR. FR WLGYs I thought he could make 


his nomination to the Conservation Board and get his 
erude and transport it through the pipe line, and he 
has to make some arrangements for teking delivery of it? 
At the present time tydro-Pete. 

q@ Mr. Hyde? 
Mr. Hyde told us he made attempts to get it and he 
could not get any- Mr. Munro has told. us he could not 
get any crude, so I am making that assumption. 
Lim. NOLAN: ‘They are talking about a 


Situation thet arose hore a rear ago, in January 1938. 


Mie PRA Le Ys There is no doubt about 
that. 
MR. NOLAN: : Well claar it upe 
MR. FRA'‘LEY: ALL Pigs (ets mera 
minute. 

G My understanding, I put it to you again now, and I wonder 


what you know to the contrary, that any refinery can make 
@ nomination to the Conservation Board and the Conservation 
Board Will see that that production, that 500 barrels per 


day, let us say, is produced? 


ee 7 


“i ry 


») % 


Meee 
Kus 
, ,) Boia mt 


; Sian | 


r 1G: 
eb ile econ a Ss ae CCG PENA Cy cits Go 
Gat 8 a yl Wee c3 ey se 
: 


wie ee ey ree pa one ¢ am 


te 

ay ‘ } WS oe ge Via Os 
BLL AN, REP erty “ugh Mess 

‘ <a yt 

Pe. Tl 0 Er: 
Q ‘ Ns ro 9 Ly 

’ bi oy pe yup 

SEER ri Y 86886 gune Be si nh 


7 iar, con eee Ae Soe Pou py aT ae pale i 
Pantera ata one ae ten Vena | actrees SO ag is Serie) AEP cee es 
& Baie Gs ely hieydd wane SP A fate MOE ant ba eg " a: Ms 
ee ae OL ene i 2 oe CMOS wi Be NR hy ) eis @ a i, vaow. 
J Le a aa VL! Ars an td ME a Mi 3 bn ie Qu oa V * § 8 be " ™ 
. 7 . - fi 
| Re A } r] BY Nl eee tye age fly - mt ; eae 
\ ih ~~ ve ko wy 5 a MST 
Oats . eae Be eeiD t Ps 
1 Ny ra 
j 
{ i 
y : : 
\ res aaah 
te a 
\ a ig to Ha, 
' ‘ 
ard hy i 
‘ape t 
be ‘ by / me, Py - 
oy) Wey) Ai ue ne ¥ A EN8'S Dee Vk hy 
a ~ 
oh Sagas pe s 
' vet " ‘ a xv? ee Shs 
FF ne tt i y pig eel Ama hae 
Grae: r Bete to Sel au dae or’ “ PALS eae eae af ; ON eee WS 
Pach eit PSU noes, me 
f * £ ‘ she 4 ay ’ | 4 
cs en } oe t wah ae i oh hit reve ty, 
Be a Bk a oo eb Rr a ee a si “ei aioe 
y 5 . REG GAD gh ic ead RES cor ad . 
Ce ‘ : ry aAN « vat a 4 i AY Yi dia | hes cs 
‘ 
‘i he os te hay Fede eb 
ts oe ei y *, \ ‘ po Ue He 
4 ; 
See tae etre t 
Ley ai P NOM ane ‘s Bhs) Geel y 
4 L rt M a 4 noo 
“wf 4 * u i r ~ \* 
: 4 ay PAA ae 5 
f i 
; FA wa yp ae owe 4g fit 
H . me “oh ie ON oar a 
1 : eu x7 i ; 
i sv 
. ay) y 
/ ay , ae 
¥ 4 aa 4 Ki A 
Bs C > - We ikah's Leta : ie ye ha a a She 
a hee ees ~ . < : ie tae § 
Sia Lunes LS aS te: A PASS (88 ¥ a, een 
‘ ir ae ir! ; ‘Eh ee, + 
st Jie ‘3 ey ty ri ri uA u Q ip Pyne Fey ALY Spiel y 
‘ whe ee Beith hare orate sie 
F ae Sea eerie ft ‘ . as 
i 2 ef ee a or Me rc aap ny Balers ¢) in Fa a ts 
. a : 4 U « d iho TX a 
Ps ‘ u . 4 oat f ¥ ‘ ‘) 
is) £ » + 3, u Yl ay ips ie oe .et a A i r i A 7 
s ’ y "isa, . ¥ ; 
1 ae F , ae 1 tue 4 a oe aA aes hiss 
Beene ey nt rns TD RLM pe i 4 a) Pt alee gen 74 . 
oO Sh cl ys a roe i a ne ' a ie al ‘ 
A cee i ee eee P 
A FF Ube bp ae alee? aes ae abo wag ve 
2 ive . aay Lb a ates am viabe” ae: 
ee ER cieay hen Ok On Sed Ye whe ie RANI ae ayer os 
_ eis Povthd othe hy on - hw : el see 7 ' pee a: . A am . Cae 
cru ‘K. Meg es hot A a aR (re OS ee. / “4 en ae ee A 
; : UMM Mri oes Pawht Lonnie Woh Parte axel 
i TR Geo MORN MMe! HWA I bead Tanne gt! 
é ¥ ‘ { a ne al iF 
i eiame™ oh (oe Seer lalla ee vat ‘ain vite 
At } oie reo ie ifs 4 oF vee She P| wt & j hed | 4h : we 
| : i 4 ; . : 
PVA CRE ae yen thes | ey) Th eee Es tH | be : 
afb a t ‘ i: we 
y) Pad 3 hanie 4 {i ha ot i pave i 1 ie 
eh 
oe 
rr < 
é 
aii ‘Le + 
Liha a An i uee Sf 5) 
yA ALi fart le et eu hear Mee GEG es : ee Whe 
jel j ewe pt ear x i 
i o/ ' 
foe! 4 7 , 
iy “dees se er a) 
, : " ree 
mh } j A aa a4 F ro ytlyae Na t ‘ to 4 
fo it 7 ve eng & Ah ; ‘ es to he ci 
v } 


pay) af ra ss ses % ite pee i ; . Kt a We Cen, as | : 


egy b fae’ . 


. 
- 
- 


- 


a / AY h DA 4 q 4 bid pies, : . o ; My ‘ i 
; Fae ss i ya) =ié . ' - 
ag i ree sein’ att isis si, a ok fir se 

tees mae Ee (oot her eh 


heey? 


a ido ata rie , bat Wiant sid tel : 


ee 
Ae e eds ite ae 


oe 


i: 
ad 
ings 


Wea | 


ey 


sh ae aro it) 


¥ 


T—4. 
13 


-4850- 

LeL.»Plotkins 

A Yese 

Q, At the field? 

A ¥5 Hi 

Q You understand that? 

4 I understand th .t because the very fact of making 
the nomination, then it is included in the figures and 
the Board will make that production possible. 

Q Let us be practical. Do you understand that Mr. Hyde 
goes to the Board and says "I want aO00O barrels every 
day from now on until further notice, thet the Board 
s6es that is produced, does it not? 

A Yes. 

Q How does lir. Hyde, I ask you as a practical man in the 
industry, how does he get thet crude? 

A Even if he did make his nominntion to the Board and the 
Board did include the 200 barrels a day in their authorized 
production, it still would not mean sir. Hyde could get 
the crude. 

Ci Vhy? 

A Because he would have to find some producer or some 
company to sell him the crude. 

q See if you can go further, I understand he can go to 
the Imperial Oil terminal storage and take delivery 
there of the 20 barrels that he has asked the Board 
to see is produced? 

A No. 

Q You say that is not so? 

A No, not in practice. 


THE CHAIRMAN: lire Plotkins says tefore 
you can get crude physically transported through the 


line you must be in a position to buy it from somebody? 
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Ne ire Woy: That is true. 
THH CHAIRMAN: And all these wells are 


tied up and so on? 


MR. FRALEY: That is right. 

THs CHATAMAN: Which 1s going back to the 
old story. 

Mh .- FRALEY: That is why I was feeling 


my way with the witness, because I still did have this 
impression, iir. Chairman, that you have to do sore thing 
mare obviously than make a nomination to the Conservation 
Board. You have to find a purchaser. 

THe CHAIRMAN: You have to find a vendor? 
bias PRAVISY¢ Yes, a vendor, and if the 
Imperial Oil is there as the vendor, that solves the 
trouble, but I have not heard anybody frankly come frem 


the Imperial Oil and say they regard themselves es this 


vendor. 

MR. NOLAN: What do you say, we did not 
come inf 

MR. FR: ‘LEY: Yess 

MR. NOLAN: I stood mee this Commission 


and made my positton perfectly-clear, and it is on the 


record. 

ME. HARVIE: Be I did the same, Jar. 
Chairman. 

TH CHAIRMAN: Vell let us see. You made 


your position perfectly clear. 

Mite NOLAN: That we were prepared to 
seit ethide to those who wanted it at the going field 
price plus the pipe line cost, plus a ee ee 


to load it in tank car lots at the refinery in Hast 
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Calgary. That is on record in the case. 
THe CHALRMAN: &t a cost for loading? 
Mowe NOLAE:: Yes. ‘ve were asked 
particularly by Mr. Frawley to state our position. 
BRD VERS WUEY $ How about tank trucks? 
lite NOLAN: Tank trucks we cannot 
Load besause we have not the facilities to Load. But 
we said if the demand for loading by tank trucks was 
Sufficlent to justify the investment in loading facil- 
ities of that kind, that then would be done. 
Mi, PRA LEY: Allo right then.) Yes, 
you made that statement following «tr. Hyde's and ir. 
Munro's evidence. 
q let us come back to the question I wes leading up to. 


“hat is the position of th.Hyde or Mr. Munro if they 
desire 50 barrels, we will say, or 75 barrels of 
easing head per day. ‘het do they do? 

4 They have to go ~ they have three places of getting it. 
One is the Imperial. The other one is the British 
Amorican and the other one is Gas « ¥il Products. If 
they go and find any one of them three companies that 
will sell to them, and they agree to pay the price and 
meet the conditions, I suppose they could get casing 
head. 

Q I understood there was a greater shortage of that than 
there was of crude? 

4 Mes, Stites ditiiolt to get et any time. , I dave, found 
it impossible. "Yell I havo made no attempt to get it from 
the British Am rican because I knew their situation as 
reflected in the conversations of their local manager, 
that they had none for sale, and I knew that their pro- 


duction was very Little in relation to their demand. 
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Q Yes? 

b I also made the same attempt over the last three years 
with the Imperial and for some time the 4mperial was 
good enough to assist me to meet a certain competitive 
Situation. Now since that time they have chosen not te 
sell at any price. Wow apart from the Imperial we 
have been getting some supplies from the Gas @ Oil 
Products. 

Q Lest 

b Now the average independent is faced with the same problem. 

Q I want to understand what the situation now 


is as regards satisfying the requirements of independent 
refineries ‘for sceasing head. Do you feel Gas &« Oil 
Products will be able to supply the requirements of 
independents in this area for casing head? 

A Ko. They have already notified me, a week ago roughly, 
well lest Saturday. | 

C Yes? 
That I had better stock up because they would either not 
be in a position to supply me any longer or they would 
raise the price considerably. 

@ All right. That is because they need their reduced amount 
for themselves, 1 suppose? | 

4 No, because the efficiency Of their plant is going to be 
so affected by the regulations that are imposed on then 
by the Conservation Board that the cost of manufacture 
will go up, and that the value today will be grester, 
because they also need it themselves. 

& So we a@liminate Gas & Oil Products, and you are left with 
British American and Imperial? 


A Yes. 
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Can the British Am:rican supply you? 
A Of course, as f say, that they made no attempt, but 
under the new conditions that are now imposed I would not 


expect the British American to supply me. 


2) 


If they could supply you at what point would they supply 
you? ‘Would that be a pipe line operation or otherwise? 
& That would be a matter of negotiation with them, because 
again, that is my experience, the local manager would 
communicate with the. Bast and the Hast would communicate 
with somebody else, probably the Imperial, and between 
the two companies they would decide whether they would 
give me the privilege of giving me naphtha through that 
line. That has been my experience. 
MR. FRAWLEY: I am willing to pursue it 
and pursue it. But, Mr. Nolan, I think we should also 
have a statement with respect to casing head similar to 
the one that you made with respect to crude oil. 
Mi. HARVIE: Casing head is a refined 
product. Are you putting it in the same position? 
MR. FRALEY: Lt is a orude refinery 
product is it not? | 
A Well we obtain it - now there is anotlr distinction 
that possibly should be given so as to give the Commission 
all the informtion. The Gas & nil Products finish 
their casing head and sweeten it so that it becomes 
available to us ready to blend and it would not bo practical 
even if the Royalite were ready to transpsrt this sert of 
casing head for us, to put it through their pipe line 
because the Royalite produce only what we oall sour gas. 
It would be, well, uneconomic for us tu avail oursalves 


of the pipe line facilities in respect to casing head. 


> 
- ry 4 - _~ rs ‘ 4 . 
s 4 oa . ' - ‘ os as . I so 
3 : : : E z : : 3 toy? = : tis : St = 
af Be " ; . = 3 38 e . aay art h . 77 dad oo { 
ae ‘ thes S 2 5 : e ” ps 
: , cid . - $ : - 4 
t . x . . x . . a z “ “ 7 
L + =. oe r= ye . Lod a 
- r: a sg 3 . = - ‘ 3 + meg -- 
cl . ~ a . ‘a =. - ae = . - 
ve “ : . ve . tn 1m or & 
= : . + ~ “ : . < A - 5 
4 i en ' = ar 7 
_ 4 H * = J y “a . me . wd, 
a i re et “ a , ~ 
e - -s 2 = : " 3 é i 4 . =e as 
Migs aes - 3 aay e 
‘ a 5 x Mi - - ‘ ae 7d Poe 
e 5 7 “ ¥ Se ar . . a - Jf 
* . * - = mI 3 A 4 as y 3 —s - 7: = - “J > : 
=. . = . ee ~ ‘< es = Perry +s . 
= . - o = Oss ee = ce Tae - ie as ce = 
vee = * 2 % a ae = 
-- act aod i=y 2 or - + . i 
3 4 ee 2 . - . — 
~ ” , = : . Eo - eke as = ¢ ‘<< 
exe a x a ° = ma . 
3 . . a — “s ". . s has oe i 
= ‘ em j Me * X 
a _ are iw : 
. : = A . " « eo. per 
a sy e ae { 
. co te ee r i ~ 
eS AN : - = ‘ 56 ¢ 
~ Lo = 4 * 5 ~ . k el ase . 
aa FES . + £ = x e es eS bonnie nn 
‘ . : : 5 - z aad ‘s z - a-5 
* . - > ? : ; i . =o 
e : x PA : j lan ‘ = ot 
Pe : E : : *. a F “ 3 . 
S + > eo “ Nae > 3 ft aes r 
g E : ‘ $ < £ 7 
ie ; : ba F: = r ae tu. = ay 
- La, = © ‘ - 4 = ; q i es aes Z =~ 
- A = v - aoe : Lee 3 : 
: Se . es 3 < ; 
a 5 3 = me < < ue eee bie © vt oi . 
. : ex * = ‘ we " . i eid - Pee 
‘ t Le p - & w . . a 2 Ps 
> Lee Fe : - 4 - . $ : aa - 
- i os a - . ra mS - 
i : - arin. x [ood = : . ‘ + ‘ : pe 
-1 a - = 2 ae ad F Fy 
* . ‘J ‘. ¢ 
Se s fu - ihe Be 7 ¥ . “Se ~* - 7% ~- - . = 
Loe ay ed rai r - f . ole: . - = 
_ fed 5 # ‘ 4 " Per re a 
ire. aK ee fier ? ae : : e - z = 2 3 
mass 3 . : Be 3 oo 3 :, 
“ae ane wey % Ce % - - : f = ; rT - a. 4 le 
- Les f ae Te ? 3 3 . s = bina - be 
= x = DO = uy : : eves . = * 
as _ 3 - 2 \ ‘ # . : 8 
a Be. xt eg re - . ' i 
aS “eee vee a ‘ - < x — woe - . 
ag a E o Pe : or ; n < = = 
, ~ , = ak ee uw eee = 5 F 2 : - - - 2 
St * ice = bar! < 3 : 
® bs te Lt a ‘ aK " aul ‘ 
: a : - rie Ke oi - 
. - : 5 . 3 wai s+ ‘ one ‘ 
é . a - S - , 2 fe t. 
a ~ pe = 3 wee 
“oe : Be i o 1 - , e ~ 
B - oo 5 -" Rs —— Se 
+ a < ae. 7 . . : 
oe Pa root . ~ o = ES J : - x, . a 
eo : oot « 3 a, a ae 
. Seer Cs : = : ane ‘ = i= Pe ‘ 5 
- ; i ; : es : : ” : : = oa2 & we 
“ one rf Sane . pee! « ae * end ed “ 
& e : 7 sae a = “ — : : Me . 
koe = tos . ‘ 5 i bee eS, ais = a? ~ 
cl % ‘ os a+ . . Pe =o . 
‘ ‘ . ~ . 
a : re he . = % ; nv ae fos . - 9 
‘ ws s ce + Z ie E ‘ = Pe oe are F z 
=. <i . rs a ele ee _ *- 7a 3 pm > 
tae 5 ue ce 5 . 
ws bees J « : Pa : a _ =0e . me 
= * tent ~, - 7 
s + = an = 24 
. se -- _~ 
Lai st < Gu . ae as > : 
a) i oa . ie ee - ae Bt as ‘ s 
a “7-8 Aine 2 Fae rae x ~ 3 
“4 = x 
- - i oa 


T=4 
18 


LeLePlotkinse inal 
So that is another point that would have some bearing en 
the availability of the pipe line toe the other companies. 
MR. FRAVLGY: I appreciate you bringing 
it up, Mir. Chairman, because it is a bothersome thing, 
this casing head, as one of the refining materiels for 
the purpose of earrying on the business of making finished 
gasoline. 

TH? CHAIRMAN: Furthermure I think we 
perhaps should hear Mr. Coultis, and furthermore it 
Should be very seriously considered as to whether or not 
one is concerned in that rate for crude oil as to whether 
a third pipe line is necessary or useful. 
Mie FRAVLEY: An interesting calculation, 
I think, an interesting figure from Mr. Coultis would 
be the amount of casing head he has transported in 
the past twleve months and for whom. 
MR. PLOTKINS: That is available, I 
saw that available. Casing head. I saw that in one 
of these exhibits. 
MR. FRAWLEY: The note is that the Number 
1 line carries all products and Number <4 and 3 lines 
carry crude, oil onhy? 

A I had the figure in my mind and it is a report contained 
in the Gas & Oil Journal, and it gave the respective 
figures for the amount of crude that was transported and 
the amount of naphtha and casing head that the Royalite 
pipe line transported, and that is what I have in mind. 
MR. FRAVULEY: - If Me. Nolan will be good 
enough te let us have that figure at our next Session. 


A It gave the figures for the calendar year 1938. 


q fi. CHATRUAM + Now before you leave the Stand, 
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Mr. Plotkins. Is there any reason for a different rate 
for naphtha from crude oil? 

A Yes. 

q I mean a carrying rete: 

As Yes, casing head under the railway transportition takes 
the gasoline rate, excepting within the last year or so 
the railroads have conceded a differential on the basis 
of weight, because casing head is very very light. 

It is of an average A.P.I. gravity of 85° with the result 
it weighs possibly around 52 pounds as against 7% for 
gasoline. So that the railroads have, well in most 

cases to my information, have retained the gasoline rate 
but they have given it a weight factor that assists 

it in bringing the transportation costs down. So there 
le MO reason, 1m tact 1 would just submit, it is a product 
of a higher value than crude, a considerably higher 
value and in the future will have a relation of probably 
five times the value of crude, and as a result of that 

it is quite capable of bearing a higher rate, cspecially 
when the volume is such that it must justify itself. 


I want to ask you one more thing. It was suggested to 


fi) 


you that over the noon hour you should give some thought 
to these different suggestions made with respect to 
your connection with the trunk line? 

A Yes. 

Q Have you done so? 

A Yeo, Ihave’. a came to a conclusion after quite a little 
thought - what was the question: I do not recall it now. 
I know I thought it over seriously. 

Q The suggestion I put to you was why should not you pay 


for connecting up with the main trunk line, either the. 
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L.L.Plotkins. RES 
cost of connecting or @ rental for it if the Imperial 
did the connecting with their money eee the line. 
That, together with the previous suggestion from i@jor 
Lipsett? 

A Yes. 

Q We left with you to give some thought to over the adjourn- 
ment . 

A My mind is not quite clear right nowe I know I came to 


what I thought would be all right, but right now it 
escapes me so if I can be recalled a little later on, 
in five or ten minutes, I may be able to reoall what 
it was. 

THS CHAIRMAN: Mr. Frawley, I take it 
that everybody including Mr. Plotkins, who has been 
performing the dual function of witness and coumsel 
here, would like to get through this week. Wow I 
think we should hear Mr. Coultis on this naphtha line. 
I am not satisfied at we moment on the evidence that 
he has given all or that he has fully covered it as 

he might like to do. And anyone else you may think of 
whose evidence will be of value. Then there is some 
other matter you were going into. 

MR. FRALEY: : The Montana rate. I 
have now before me an extract from the rules and 
regulations of the Board of Railroad Commissioners of 
the State of Montana, with regard to the matter of giving 
facilities, which I think is about all I oan 2OGs.) 2 
will read it into the record and file it with the 
Commission. 


TH: CHA TRMAN: All righte. 
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MR. FRALEY: . Rules and Regulations of 
the Board of Ra ilrowd Commissioners of the State of 
Montana. Rule 18. Pipe line shall instel and 

maintain facilities for the receipt and delivery of 

marketable crude petroleum of shippers at any point on 
their lines when the Commission finds that the necessity 
exists therefor, and under such regulations as the said 
Commission shall prescribe. 

THE CHAIRMAN: Ht any point on their line. 
MR. FRALEY: And if we sit tomorrow we 

will have over night the rules and regulations. 

THE CHAIRMAN: Iwas just wondering in 
order to finish tomorrow if we are going to have to sit 
tonight, Mr. Frawley. 

MR. FRAVLSY: Yes, well that might be... 
THA CHAIRMAN: Iam not in favour of that 
at all. Nonethe less if it is necessary to do it I 

will do it. 

Mite PRaVLEY : I would like to clear the 

way for our one remaining witness, lr. Morrison. 

THE CHAIRMAN: Now thet says at any point 


on their lines, Mr. Frawley. 


THs CHAIRMAN: os It could mean anything. 


I do not know who makes that connection. 

MR. FRALEY: Instal and maintain facil- 
ities for the receipt and delivery of merketable crude 
petroleum of shippers at any point on their line. 

THE CHAIRI“N: That is they have to cut 
their line. It does not say they have to run a pipe 


line away a mile or so. 
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MR. FRA‘IEY: Then we arrive at the 
Commission, and I see it says "Under such regulations 
up the said Commission shall-prescribe." It will go 
into delivery and other mtters. 

Mk. NOLAN: What the Chairman wants 
to know is what regulations have been prescribed, and 
what has been done in other cases. 

THS CHATRIAN: it is pretty much like a 


spur line on a railroad. 


Maps PRS TY 3 The same rule of thumb, 
VeSe 
THE CHAIRMAN: | Not necessarily a rule of 


thumb, but over the United States there must be a 
definite practice by now. 

MR. FRA’ L2Y: “Well these are the Montana 
regulations. 

THE CHAIRMAN: It does not help me a bit 
et the moment. It has been read into the record? 

MR. FRa’ Liy: Yes. 

THe CHA ITRIAN: At the moment it does not 
seem to me it will help us to determine how far the 
pipe line corporation should be required to gn with a 
line to a refinery. I have this thought, your pipe 
line is a fixed thing. lts' terminal is a fixed thing, 
and all refineries that come in after that must surely 
take a distance nah that trunk line at their peril. 
There ought to be a difference bet ween a person who is 
2 miles away-.and a person who is 200 feet. 

Mis PRAVIGRY * Yes, unless they pay for 
it themselves. 


TRE CHAIRIAN: Quite SO-« 
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Mi. NOLAN: And perhaps the part of 
the line that is being tapped is of some importance. 

If you take delivery on part Of the gathering system 
and not part of the trunk line itself; and tapping 
near a terminal Might be eae different thing from tapping 
near the middle of the line. JI do not know. 

MRe FRAT LEY: I know after all perhaps 
Ll am responsible for getting all the evidence before 
this Commission, and I will continue to do that, of 
course, aS well as I cane I do not want to be critical 
but here are these people who were asked to negotiate 
with this witness, and they have had the application 
before them for months, and now they come into this 
Commission and in some sense resist. GCertcinly they 
resist his allegation of discrimination. I would 

have thought they would have come prepared to " Chapter 
and verse"as to what other companies have had to do 

or not had to Go. 

Ml. NOLAN: Other companies have not 
had Mr. Plotkins. ‘That is the answer, 

MR. FRE VLAY: ' That might not be the 


complete answer for the Commission. 


MR. NOLAN: That is my answer. 
THE CHAIRMAN: It is not a whole answer. 
MR.NOLAN: What the Gommission is 


interested in is what is the practice. It is not Hr. 


Plotkins. 
TH CHATRuAN: Not at all. 
Mi. NOLAN: It is what the practice is. 


If we can find out we will. I will help and try and find 
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Ome . ah there is anything I can do. 

MR. PLOTKINS: Mr. Chairman, I now recall 
what I did that about. LI came to this e- iclusion 

that when I was called upon Tovask for 1a ee to my 
refinery, the railway said "We have nothihg to do with 
LG Ou must make your Bile ons es Therpipoardror 
Railway Commissioners” and the Board of Railway 
Commissioners has rules and regulations and they state 
wader What conoiti ons, I caniexoect ‘the C.. PwsR. to 
eLvuuer bulldihat tine or allow me to buildit. gw, 

i have come to this conelusion in this matter, following 
any other, that when 9s refinery locates any place and 
Wants) A Hipeline To give, it facilities, that it in turn 
Wili go to the Commission, not t':e Commission but the 
Utilities Board, which is @ continuing body, and has a 
properly quuilified staff and will make its application 
and the Utilities Board will decide the conditions and 
the terms under which that particular connection will be 
made and it will duplicate the experience and the 
practice of the railways in that connection, and then 
the matter can be weighed on its individual basis. 

THO, CHAIRMAN: It is a view which I must say 
has been passing through my mind but we have nothing to 
goon, to say this must be something which must be dealt 
with by the Utilities Bo rd some day, it seems to be an 
unsatisfactory way to disnose of it, if any informatio 
can be had, that is all, and I would say, pe Nolan, 
that if your peorle have knowledge, now is the time to 
nut it forwsrd, because they are interested, 1 essume? 
MR. HULA: | Yes, and if any other people 


have knowledge it will be brought forward. 
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Telegram from Mr. F.®.Byrne of the Anglo- 

Canadian, extended in Record, see bages 4867 

and 4868, with article in slberten referred 

to, to be found at pages 4864 et seg of 

record. 4869. 


Letter under date of December 14th, 19357, 
from The International Pipe Line Company, 
with Tariffs for Montana attached. 4870. 


Statement prepared by the witness Coultis, 

Showing gross deliveries of all petroleum 

products delivered to the Field Gathering 

Lines of the Royalite Pipe Line Division 

for transportation for the year 1968. 4878. 


statement showing cost, etc., of Gathering, 
Handling, and Transporting oil by Pipe Line 

for the years 1954 to 1987, and for the 9 

months ended 40th September, 1948, on basis 

of depreciation of 19 years from January list, 

1989, prepared by the witness lorrison. 4895. 


Statement showing Pipe Line Xate in cents 

pen varrel for, periods from 5 to 40 years 

at varying rates of return from 8%% to 20% 

for the 9 month period ended September 50th, 

19358, prepared by the witness Morrison. 4896. 


Summary of Assets for purposes of Return on 
Investment as at 30th September, 1958, Royalite 

Oil Company, Pipe Line Division, prepared by 

the witness Morrison. 4954. 


Mr. Morrison's working papers in reference to 
Financial Statements prepared by him. 4963. 


Mr. Maw's working papers in reference to , 
Financiel Statements prepared by hin. 4963. 


Letter from Mr. H.H.eBronsdon of The British 
American Oil Company of February 14th,1939, 

with statements attached of the Diréctors 

and Shareholders of the Be&., Company. 4966. 


Magazine entitled "Public Utilities Fort- 
nightly" under date of 27th October, 19358, 
with particular reference to Page 569 
"Recoupment of Harly Losses by Present Rate- 


payers." 4972. 
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MRe FRAWLLY: lire Chairman, I am perhaps 
rising to what you might calla matter of privilege. 
Mire Harvie has called my attention to the issue of 
the Western uxaminer of Calgary, under date of Feb= 
ruary 18th, 1969, today, in which the following appears 
under an article called " B. A- Also Ready to Help 
with tiontana Crude". I have not read it. Mr. Harvie 
has just handed it to me but Nr. Harvie calls my at- 
tention to this paragraph which he has marked. 
"When all is signed sealed and delivered there 
comes the damn audacious threat from Toronto 
that Calgary workmen will process Montana oil 
in the new Calgary refinery". 
"A few more cracks like this one by B. A. and 
the western oil men will begin to wonder if 
they are a real Canadian company, and if their 
subsidiary in the United States is now "wagging 
the dog’". 
Well I need do no more perhaps than call your attention 
to that, kr. Chairman. That certainly of course igs not 
founded upon the evidence which is here before this Com- 
mission in any sense. <At no time was there a question 
of bringing the »siontana orude into the Calgary refiner-es 
of course. The most that was ever said was the pos= 
sibility of this being brought, of it being brought into the 
Saskatchewan refineries and the British American said of 
course they did not anticipate that. 
THE CHA IRAN: All right. Mre Frawley, we will not 
ee any wise affected by anythirg that appears in the 


papers. 
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MR. FRAWLEY: tire Chairman, I would should like 
to file with the Commission two telegrams which I 

have received from Mr. F. P. Byrne, the Maraging 
Director of anglo-Canadian O11 Company, Limited, in 
which he calls my attention to a statement which he 
gave to the Calgary Albertan on the 15th instant, and 
in his first telegram he says, this was sent from Lake 
Louise because ir. Byrne had started for Vancouver th 
very morning the announcement anpeared in the news 
paper, and he sent me this telegram from Lake Louise. 

"Por your guidance this wire confirms announcement 
morning paper Stop". 

And I think to make it more understandable I should stop 
there and call your attention tc the announcement in the 
newspaper and then I will continue veadinog the wire As 
you notice he says "for your guidanes this wire confirms 
announcement morning paper". Now in the morning paper 
of the 15th instant there was this statement by Mr. 
Byrne, the President of Anglo-Canadian, I will read you 
the whole article. 

"Durner Valley was assured a new cuilet for an 
additional 2,500 barrels of its daily crude oil 
production Tuesday by an Anglo~Ganadian Oil Come 
pany, Limited, announcement that the company had 
purchased a ¢250,000 cracking unit for its xefin-~ 
ery at Brandon, manitoba. 

The new unit, when completed in several weexs, 
will handle 2,500 barrels daily of Anglo-Canadian 
produced crude from Turner Valley, the refined 
products from which will he distributed on the 


Manitoba market. 
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The announcement was made by F. P. Byrne, 
Anglo=Canadian president. 

Mr. Byrne said his company was at present neg~ 
otiating with railway officials in an attempt to 
get a cheaper freight rate on crude oil Shipped 
Kast to Brandon and on refined products shipped 
both east and west from Brandon. A special rails 
way freight rate at present exists on crude oil 
Shipped from Calgary to Regina and lioose Jaw. 

If the cheaper freight could not be arranged 
his company was seriously considering putting a 
fleet of oil tank trucks on the road which would 
haul crude to Brandon and supply small Saskatch= 
ewan refineries with crude. 

Anglo=Canadian has in the past, and will in 
the future, supply the Manitoba market with gas-= 
Oline refined from Turner Valley crude even though 
it is found necessary to continue operations with- 
out any assistance in regard to an equitable raile 
way rate paid Mb. Byrne. 

Adequate storage is being provided at Brandon 
to assure a steady supply of cruce for processing if it b 
found necessary to transport the oil by truck, Mr. 
Byrne said. Twe new 80,000-barrel storage tanks 
have been purchased and will be installed within 
the next two weeks, raising total storage facili~ 
ties at the site to 200,000 verrels. 

This reserve supply would be sufficient to run 
the plant at full capacity for neariy three months 
and will guard against any shut downs in case bad 


weather should. delay tank trucks, Mr. Byrne Baide 
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" Mr. Byrne said Anglo-Uanadian business in Mane 
itoba had increased 38 per cent in the last few 
months. 

&£t present Anglo-Canadian operates a 550-barrel 
a day refinery at Brandon. The refinery produces 
the largest quantity of refined products of any 
refinery in l/anitoba. 
lire Byrne's announcement followed an Imperial 
Oil, Linited, amnouncement Tuesday to the Royal 
Commission probing the Alberta oil industry, that 
Imperial intended to displace 2,85C barrels daily 
of Turner Valley crude on the iianitoba market with 
Illinois crude refined at Saznia, Ontario. 
At least a good provortion of the iianitoba mar- 
ket will be supplied with gasoline made fron 
Turner Valley crude, througn our refinery at Brandon 
regijrdless of what may be stated by Imperial Oil 
officials in the east. the Anglo-Ceanadian statement 
Baid. 
A full story of the Royal Commission proceedings 
will be found on Page Thiee 
Lire Byrne said production for the refinery would 
be supplied from Anglo-fanadian No. 1, Noe. 3 and 
Extension No. 1, three wells recently completed by 
his company in Turner Valley. Anglo-Canadian Nos. 
4, 5 and 6,-and lxtension No. 2 would add their 
production when completed he said. 
With Turner Valley at present prorated to 10,000 
barrels daily, the three wells owned by the company 


are now producing 641 barrels a day." 
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"The new cracking unit for the Brandon refinery 
will enable Anglo-Canadian to handle its increased 
Manitoba trade with ae quality of gasoline seconé to 
none, iir. Byrae's announcement said, 

R. Je Christian, manager of the company's 
Brandon refinery, is at present negotiating with 
the railways for a freight rate cut, 

lire Christian has appealed to the Alberta Pet- 
roleum Association to consider his problem when 
they discuss improved rates to Vinnipeg which the 
Association is trying to obtain to offset crude 
from Illinois which Imperial Oil officials say 
they will be forced tc put on the Manitoba market". 

That is the agnouncement which Mr. Byrne = refsrred to 
and I will continue to read his wire. 

"For your guidance tnis wire confirms announcement 
morning paper Stop Cracking unit sctually pure 
chased and construction will begin in about two 
weeks Stop Freight rate to Brandon not commensur- 
rate and equitable based on rate to major companies 
on movement from Calgury to Regina and from Port 
Arthur to ‘/innipeg Stop ‘Ve have under serious 
consideration relayed trucking system between 
Turner Valley and Brandon with possible built". 

It should 4e "bulk" I take it. 

“with possible bulk stations at points between 
Valley and Brandon Stop ./e have purchased t¥%o~ 
eighty thousand barrel tanks for construction at 
Brandon Stop I would suggest that you also deal 


with matter unitizing field production and the 
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“independents eventual position unless greater 
outlets created Stop This is your authority 
to submit foregoing to Commission would suggest 
you summon Christian, Managing Director Anglo- 
Canadian Oils Limited Brandon Manitoba, Charter 
Christian fully conversant all refinery and 
freight rate details Stop Please give Spratt 
copy wire for his guidance also forward Christian 
copy wire and morning paper expect Christian back 
from Tulsa two or three days Spratt not conver- 
sant with Railway and refinery situation. 
(Signed) F. P. Byrne, Managing Director, 
Canadian Oil Company, Ltd." 
Which should be the snglo-Canadian Oil Company, Limited. 
Then I received a second wire, having requested tmt it 
be called to thir. Benet attention the statemcunt which 
he made with regard to trucks and I now received this 
further wire from kr. Byrne, Vancouver, the loth instant. 
"Further consideration to be given plan of trucking 
from Turner Valley to Brandon Stop It may be more 
practical and economical to truck crude from Regina 
to Brandon in view of existing special low freight 
rates from Calgary to Regina Stop: This plan of 
transportation preferibic unless railways arrange 
to provide us with rate from Regina tc Brandon 
same basis per mile as exist now between Calgary 
and Regina Stop For your guidance only officers 
or persons authorized to speak on behalf Anglo- 
Canadian Oil Company Limited and Anglo Canadian 
Oils Limited R. J- Christian, managing Director 


latter company and myself Stop Am sure Christian 
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"would be pleased to anpenr before Commission if 
necessary on his return to Brandon. 
‘yo. P. Byrne? 
Managing Director Anglo-Canadian Oil Co. Ltda." 

Now in asking the Commission to receive this evidence 
in this way, that is by filing the three things, to 
make the statement complete, namely the Calgary Albertan 
of the 15th and these two telegrams I simply put my 
application on the ground that lir. Nolan submitted to 
the Commission ilr. LeSueur's statement which its com- 
parable to this statment, Dy means of a telegram when 
the Witness icr. MeGrat' sould not €° uny further than 
to simply say what the figures would indicate and was 
unable to speak as to what the company would do. It 
would be of course much preferable to have Mr. Byrne 
herve or Iir. Christian. just as probably it would have 
been better to have had Mr. LeSuevr. However I theres 
fore make my application to have this evidence submit- 


ted in the form in which I have read it. 


THE CHATIRM AN: Any objection? 
MR. NOLAN: No. 
TH& CHALTRi AN: You might attach the three together 


please, and then it will be iixhibit "202". 
(TWO THLUGRAMS AND COPY MORNING 
ALBERTAN PAPER HER MARKED AS 
EXHIBIT "202") 
MR. FRAWLEY: ki presume it is preferable to 
finish with Mr. Coultis and have Mr-e Morrison last. 
THE CHAIRMAN: We wanted to hear iire Morrison 


While our minds were fresh... but suppose Mr. Coultis 


will not be very long: 
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MR. FRAWLEY: I am hopeful he will not be. 
THE CHALREAN; You do not think he will be, Mr. 
Nolan? 

hiR.e NOLAN: NO; ££ should think not. 

WRe FRAWLEY: Mr. Chairman, before commencing 


with Mr. Coultis, I now have a document entitled 

"Pipe Line Rules and Regulations of the Board of 
Railroad Commissioners of the State of Nontana", 
which Mr. Cottle received more thana year ago from 
the International Pipeline Company at Sunburst ane 

it also, Mr. Cottle also received in the same letter 

a document called "Interntaional Pipe Line Company 

in connection with Transit and Storage Company, FX=2, 
No. 2, Joint Pipe Line Tariff", so that being in the 
position of desiring to file everything on this 
troublesome question of the Montana rate, I would of 
fer, if there is no vbjection, the letter to iir. 
Cottle from the International Pipe Line Company to- 

gether with what accompanied it. 

iRe NOLAN: what date are the regulations? 

MRe FRAWLEY: | They are dated the Sth of May,1926,and 
Tho fanat® is effschive: the Ist: of, July, 1937.: in any 
event I presume it will at least complete the story, 
Ne that extent. | 

MR. NOLAN: There can be no objection to then 


for what they are worth. 


(LETTER WITH ACCOMPANYING DOCU 
WeNT AS DESCRIBED HERE MARKED 
AS EXHIBIT "203") 


SAMUUL COULTLS, having been recalled 


examined by lire Frawley said: 
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Mre Coultis, you were just called back to give us a 
Little bit of evidence further on the line which you 

say Or whieh I understand chiefly transported naphtha, 

of these three lines of’ yours, first of all is it a 

fact that there is a line which chiefly transports 
naphtha? 

Not chiefiy, sir, no sir. 

There is a line which is used to transport naphtha? 

Yes. 

And the other lines do not transport naphtha? 

No sir. 

Now we start off with that. 

THE CHA IRAN: Just before you do, while I think of 
it, if 1 may interrupt, some question arose last night as 
to whether or not the Imperial would sell crude oil at 
the field price plus transportation, plus handling 
Charges and isre Nolan reminded us that he had before said 


and he reiterated it, that they would do so to all 


cofers. 
MR. FRAJLEY: Yes. 
TH CHAIREAN: You asked lire Wolan what was his pos# 


ition with regard to Naphtha and I do not remember him 
faaking any reply. 
wR. FRAWLEY: Yes, I suggested that lhir. Nolan per- 


haps might do that. 


wR. NOLAW:  -[ don't remember that. 

MRe FRAWLEY: Perhaps I can ask iir-e Coultis about 
that now. 

THis CHAIRMAN: Yes. 

MRe FRAWLEY: Lire Coultis, we have it pretty well 


understood now, thanks tolir. Nolan's stateMcm on behalf 
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of both the Imperial 0i1 and the Royalite I take it, 
that people desiring crude oil, independent par tieae 

we are thinking of, desirirg crude oil can get from 

one or the other of his clients, I take it the Imperial 
Oil, by paying the posted field price plus theipipe- 
line charge to Calgary plus some handling charge’ 
Louding charge. 

Plus a loading charge? 

Yes. 

And that is restricted pretty well to tank car takings? 
I believe it is restricted entirely to tank cars at 

the present time. 

And if anybody wants to take it away in tank trucks that 
is going to be a mattcr nf negotiation and the instal- 
lation of facilities and perhaps a charge for the in- 


stallation and use of those facilities? 


i would expect so, yes. 

Now that is the position with regard to crude? 

Yes. 

If an independent refiner, say one of these two tnetoneen wo 
have been using, Mr. Monroe and Mr. Hyde, desired to 
obtain casinghead for their refining purposes, what is 
tae position, do you know Mr. Coultis? 

Well I Cannot speak for the refinery end of it after he 
gets it in his tank but I can say I presume that anybocy 
wanting casinghead could certsxiniy get it at the plant. 
At the plant? 


Yes. 


Now first of all, so that the Commission will understam, 
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it would not be a matter for nomination, would it? 
THE CHAIRMAN: The witness says he presumes, has 
he any knowledge, because we have a witness who says 
he cannot get it. 

Q MR. FRAWLEY; Now we will take it in steps, Mr. Coultis, 
do you understand that there can or there cannot be a 
nomination to the Conservution Board such as there is 


for crude oil? 


A I presume there could be a nomination made to the Board. 
Q for casinghead? 
A I would expect soe A nomination to me, sir, means a 


consumer or a refiner, a nomination simply means that 


"I want so much for a certain definite period". 


Q Yes? 

A After all casinghead is a manufactured product. 

Q It is not crude oil? 

A That is right. 

& Now I suggest to you, tire GCoultis, that uae Conservation 
Board would not concern itself with that, they would not, 
they would not add, I do not know how to express it, in 
the case of crude oil they have nominations? 

A Well I cannot speek for the Conservation Board, I do not 


know. 

Q No, but I only suggested that for the purpose of eliminat~ 
ioe, ice), E Wao not think the Conservation Board could be 
brought into the matter of the supplying of casinghead at 
all, I mean unless you know about it? 

A I do not know, mo sir, my statement was that I do not know 
anything to prevent a man asking. 

Q, Asking, from asking the Conservation Board? 


A Yes, I do not know what their reaction would be. 


; O49 : 
Do we 
; . Sas 
oa wi 
zi = 
a ris 
*2@ 
oe “s 
~ > 
: sae ‘ 
= pe 
; . : . 
Mee a8 
eat : 
fess at 
—“ a ' 
= 4 . 
: ‘ 
a4 E3 tT G 
aes : ‘ 
~ ae 
Sn8 o 2 
3 m 


Jeg ot P 
asm, aw 
. a 
. ats 
- oe 
we i 
> ree a 
=e 


o 


5 = 
i 
: ~~ = : 
‘ tal : 
- . a es , 
- n i 
a a c 
i ; en i e 
be we e 
= A 
- 4 
5 er 
gee | > 
H 4 
3 rw) 
=~ 
. 
. 


es 

aoe 
. ee 
ae 8g 
—_ 


fa 


a7 
ut 
: = 
we 
ae 
\ 
. ad . 
eet P fm, 3 
1 
¥ 
e 
ies 
x 
< 


. 
at ce 
: ; = 
4 4 
a 4 . - 
. . , 
. iy =a 
aes ya 
- > 
ne 
ae 
: 
bests - 
BS 
co : 
- : 
‘ees ; 
4. 
‘ 


-_ 


8.Coult is 


& > ©S&& & 


~ 4874 = 


Then the other way of getting it, presuming the Gon- 
servation Boerd would not consider that as part of 
their functions at all, what would be the other way 
of getting the casinghead? 

Making a deal with some producer in the field direct. 
Some man that makes this? 

Yes. 

There are three people making it as I understand. 

like NOLAN: Et is not a producer,, is it? 

THE CHAIRMAN: I do not understand, supposing the 
Conservation Board was quite content that a buyer of 
naphtha should get it and make the necessary order for 


the making of it, being created in the form in which it 


is sold. 

MR. FRAWL2Y: Yes.» 

THE CHATRuAN: 1% does not make anybody sell it, 
dees it? 

MR. FRAWLEY: No, of course as I understand the 


Board does not even reveive nominations or concern it~ 
self with it. 

THE CHA IRMA N: Of course Mr. Cottle is here and if 
it is important he can be asked. 

WRe FRAWLEY: well perhaps it might be well to 
clear it up aS we go along. 

MR. COTTLE: I could make a short statement now, 
we are not concerned with prorating the production of 
gas wells. The production of casinghead is incidental 
to the production of natural. gas from gas wells and 
from crude wells. We determine now much natural gas 
may be produced from the field and to that extent den 


termine how much casinghead could be produced but 
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me AT yo 
casinghead is merely a by-product of the production of 
gas and we are not concerned at all with how much is 


going to be produced or what happens to it after it is 


produced. 
TH CHA IkuidN: aheav clears it up. 
Qq wiR.e FRAWLEY: Now that means then, sir. Coultis, 


I presume that one of these independent refineries de~ 
siring casinghead would naturally have to approach one 
of the three companies that make it in Turner Valley? 

A Yes. 

Q The Gas and Oil Products, the British American Oil 
Sompany and the Royalite O11 Company? 

A Kight. 

@ Now having made the arrangement let us say, with the 
Gas and Oil Products for the purpose of, having made 
arrangements with the Gas and Oil Products for say 50 

barrels a day or 100 barrels a day, whatever would be 
a reasonable figure, I do not know, then would you be 
in a position to transport the casinghead for this in- 
dependent refinery into Calgary or the vicinity? 

A Well I am transporting casinghead continuously in 


from the two companies; the three companies. I have 


not-=> 

Q What two companies? 

& The British American and the Rovalite Oil Company. 

a The British Americas” and the Imperial? 

A Yell Royalite, the product of Royalite perhaps. 

Q Yes, well you have never transported any, as a@ common 
carrier, that was made in the Gas and Oil Products plant? 

A I have no recollection of ever transporting any from the 


Gas and O11 Products plant. 
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Q So that if ir. Plotkins or sir. Monroe or anybody 
made some arrangement with the Gas and Oil Products, 
they would also have to make arrangements to get it in 
by truck, would they, or would your services be avail 
able? 

A I presume if we were asked to transport it we would 


give it consideration. 


& Yes, you have not any thought of regulations for it, 
ZL mean as to minimum amount or anything of that sort 
at the monent? 

A 475 barrels capacity is what we have put in these reg-= 


ulations that we submitted or tariff. 

Q, And that would apply to the transportation of casinghead? 

A It would apply to any petroleum products which are moved 
by pipeline. 

Q Now then do you know anything about, this is the next 
thing, do you know anything about, about whether a 
refinery can purchase it from. can purchase casinghead 
from the British American 9i1 Company or the koyalite 
Oil Company? 

THI CHAITRWAN: Or the Imperial. 

Q wR. FRA ALLY: Or the Imperial Oil Company? 

I do not know, sir, what the policy is at the present 


time but I know considerable of it was sold in the past. 


£5 


To whom? 

A Well I cannot enumerate all of the customers. I think 
mre Plotkins, I am not sure, but I think he drew casing- 
head from the plant. 

That he went to the plant and got and took away himself? 
Yes, I think so. 


Q It was also sold to the public. to the consumers. 
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To dealers, yes. 

To people who bought it and used it as such? 

Yes. 

Consumers in other words? 

I might say that it is a very dangerous product to 
handle in tank trucks and there are many people who 

do not wish to load in tank trucks and handle it, that 
would apply to both ends of the line. 

Yes, that is all the more reason perhaps for their 


being facilities through the pipeline, you can handle 


= 


it more safely than tank trucks I take it? 


Yes, providing it is not necessary to load it in trucks 

when it gets in here. 

when it gets here? 

Yese. 

There is not much alternative if they have to have it, 
they have to have it either by truck or in the pipeline? 

They can load it in tank cars. 

Tanks cars? 

Yes. 

Tanks cars at the Royalite's plant in Turner Val ley? 

Oh no, noe 

And take it by railway? 

No, I mean at this end. 

Pipeline to the terminal and then tank cars? 

Yes, but that takes a special car. 

Yes, and so far as Mr. Plotkins is concerned, well I do 
not know where his refinery is, he is operating os? course? 
He is operating. 

Well I suppose really it is pretty difficult to ask you 


as to whether or not the Imperial, you see I have the idea, 
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I do not know whether there is anything in it at all, 
that the Imperial needed it, with the contemplated 
restriction in the amount of casinghead which is going 
to be produced and having in mind the size of the Im» 
perial operations that they need their cin casinghead, 


that they reasonably need it. 


THE CHAIRMAN: The witness says he cannot speak 
as to that. 
MR. FRAWL&Y: You do not krow about that? 

A I do not know what his requirements are at the present 


time or will be. 
The Imperial's? 
Yeso 
THE CHAIRMAN: Perhaps Mr. Nolan will inform hig- 
self and make a Statement or you will call a witress., 
MR. FRAWLEY: Yes, because I do think it is useful. 
wR. CHATRM AN: We have it on the record about crude 
and we may as well clean up the situation and have it 
about naphtha. 

Q MR. FRAWLEY: Now Mr. Coultis, dealing with this 
Line of yours which is used for Naphtha? 

A Yeso 

Q Would you just tell me in the last, in the year 1938, 
[do mom. know. how. far back you want to go in the year 1986, 
how much naphtha was transported and for whom, first of 
all does this Exhibit purport to show? 
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MR. FRAWLEY: 11 right. You oan just 
read that. 

During the year 1938 the delivery of absorption naphtha 

or casing head, the Royalite put through tme line 

423,623 barrels, and British Ameriovan 98,834 barrels, 

a totel of 422,457 barrels. 

MR. NOLAN: | Mey I stop to make an 
explanation. That first page of the last exhibit 

which is Number "204", divides the products into three 
classes on the top line, absorption naphtha, crude 

naphtha and crude oil, and then the sub-divisions as 

to whether it was transported for the Royalite, for 

the B.A., or for anybody else, in each classification. 
Then that is divided into months. Dealing with the first, 
absorption naphtha. we find it all has been transported 
for Royalite or B.4A,>, in the quantities shown at the foot 
of the column. The reason that the crude naphtha is not 
divided into Royalite or B.4., is that as far as we know 
it wes all for the Royalite Oil Company. That is so is 

it not? 

I believe so, yes. If there was any for any 9ther company 
it would be a +OBy small amount. 

THe GHATRMAW: The heading is Gross Deliveries 
Field G.thering Lines. 

That means the total volume of oil that we have accepted 
for delivery to Calgary from the producers. 

I see? 

And plants. 

MR. NOLAN: Scme of these Plants, sir, 
are on the field gathering system. 


TH CHAIRMAN: Yes. 
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MR. NOLAN: isis ‘clear, Sig what 


Page 1 intends? 


THE CHAIRMAN: ~ Yes. 
MR. NOLAN: I think it was one we were 


asked for. Crude oil is divided into Royalite, B.&., 
and Sunburst, with the total underneath. Then on Page 
« there is a break-down of some of these figures. 
TH CHAIRMAN: when you go to erude oil 
the only companies or people for whom crude oil was 
transported was Imperial, B-A., and Sunburst? 
Wik. NOLAM: LEGMSL I. 
THE CHAIRMAN: So that these lines have 
been used during the periods mentioned here - what is 
the period? 
Mr. NOLAN: We wers asked to do it 
for the year 1938. 

A Broken up by months. 
THE CHAIRMAN: In that year you carried 


absorption naphtha for Royalite and B.A. ,alone? 


PR. WwOLSN: Yes, 
THE CHS TRMAN: You carried crude naphtha 


for-Royalite alone’ 

MR. NOLAN: . With perhaps a very small 
part for somebody else, but so small that we have not 
kept a record of it. 

4 That is*right. °“e will have a record of it in the field 
but it isso smell it was not necessary to include it in 
this. 

THe CHAIRMAN: When you say Royalite do 


you mean Imperial’ 


MR. NOLAN: ~ Yes, I mean: Imperial. 
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oF 2 
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ce) t > 
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fe 


THu CHAIRMAN: Then when ve come to crude 
o11 we have Royalite and purchasers. That is what you 
get under contract is it or what? 

That means the Royalite owned wells and own production 


and that purchased from other wells. 


MR. VOLAN: Yes, under contract? 
Yes. 
THS CHAIN: Vells with respect to 


which you have contracted for the product? 
Yos; six. 


For the life of the well? 


Yes sir. 

That is Imperiel again, I suppcse? 

Yes. 

B.A., and Sunburst? So that these lines have been 


operated in that yeer at least for those people who are 
mentioned and no others, unless in so negligible a 
quantity you have not considered it worth mentioning. 
May I point out that the Sunburst refers - the Sunburst 
well, that is oil which was purchased by the Lion Qil 
Company. 

Yes, i understend. Yes, I think that is clear. 

Mi. NOLAN: And Page 2 will perhaps 
not confuse the situation. They have taken the gross 
pumpings through the trunk line. That is not gathering, 
Mr. Coultis. Thet is. only trunk line? 

That me@éns trunk lines only. | 

Because the question arose as to the necessity for the 
trunk lines. You won't find that figure of 5,984,961 
on the first page of Exhibit "204" because it is a new 


figure. It is the trunk line figure, how much went through 
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the trunk lines in every month of last year in respect 
to these three pruducts? 
4 That is right. 
THA CHAIRMAN: Could it be more than a 
multiple of the three? 
MR. KROLAN: Yes, you see, Sir, some of 
these absorption plants are situated on the gathering 
system, on the gathering line. If there was any naphtha 
being trensported from there that would go through the 
gathering system and there might be nore going through 
the gathering system than there was through the trunk 
lines, because our absorption plant is at the beginning 
of the trunk line s stem? 
YeSe 
Q Do you see, Sir? 
THE CHA IRMAN: There would be a certain 
amount of loss when you put it through your absorption 
plant. Is that the reason of there being so much less 
or what? You gather it somewhere. 
Mi. NOLAN: | Yes, we have gathered we 
show a total of 6,061,000 barrels.of everything on Page 
1. That is the grand total. 
THE CHAIRMAN: | Yes. 
M::. NOLAN: Then we direct your attention 


to wk t went through the trunk line. 


THs CHAIRMAN: The grand total of which is 
less? 
iii. NOLAN: Yes. Why is it lews? 

A It is less for twc reasons. The number 1 absOrption 


plant is at the head of the trunk line. 


Q THE CHAIRMAN: Yes? 
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& - And produceS into their tanks, which is transferred 


to the pipe line tanks at that point. This would not 
Show in the field. 

Q How is it gotten out of the Valley? How does thet get 
in to youY Is it sold down there? Is it not put through 
your line? 

A There is naphtha sold the:6, yes. 
Mae PRAVLSY 3 That is the point. Some- 
thing is sold there? 

A Yes. 
THS CHAIRMAN: The difference between the 


two, ir. Holan, is the waste in the product in the 
processing or by sales in the Valley: 
Ina e, DOLAN: . \Yes, thet. 16) Pient. ) Gagit 
is the reason why the first computation on the second 
pegs is less. Than next there is the capacity of the 
trunk lines expressed in barrels by hour, by day, by 
month and by year. What is the explanation of that* 

A That is the peak capacity of the trunk line, showing 
iG by hours.) by day, by month. 

Q The total of ell lines is given at 10,645.400. I do 
not understand that. 

THE CHAIRMAN: That is the capacity as 
distinguished from what they have done, I suppose? 

A Number 1 line pumping crude oil can pump 5400 barrels 
a day. Number 2 will pump 6240 barrels a day and 
number 3...c. 

G Wr. NOLAN: That is all right. 
ft gives the totel capacity of 10,000,000 barrels. 
per year? 


| That is right. 
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Q What is this addition to Number 1 line of 6 inch loop 
on the North end of Number 2? 

A That refers back to the Spring before we had the new 
6 inch line completed through to Calgary. 

C. .@ do not want these figures in the grand totel, 10,643,000% 

b No. 

Q That is the capacity of the trunk lines? 

A tne t Te sent. 

The next table shows the operating time for Numbers 1 and 
# before the 6 inch line was completed, May 5th, 1938? 

4 To make the year colplete. 

Cl Beceuse we know that the 6 inchline wes only completed 
in May 1928. For the months of January, February, Warch 
and April, you show the number of hours thet Number 1 
Line wes. in operation? 

A Yes sir. 

THA CHATRMAN: The.6 “inch Veta. Ls tied 
the one that has been taken up? 

4 No sir. 

Q May I understand thaety 
MR. MOLAN: Yes, 

THS CHAIRUMATL : “@ have heard a lot about a 
6 .Anch,1Lo0p. 
"e laid another © inch loop, Sir. 

7 It is too bad this hss come up. Because we do not want to 
be cohfused. ‘we have read about the functions of the 6 
inch loop that has been taken up. This is another 6 inch 
Loop? 

4 ‘hen production increased in Turner Valley of Crude oil 


Number 1 would not carry it. In 19457 the Regél line was 


reconditioned and put into service, and it was thought by 
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the Fall of 1937 that that line in addition to the 
Number 1 would not be sufficient. So it was decided 
to loop the Wumber 2 line over a distance of 15 miles 
paralleling the Number < or the old Regal line and 
this was done. ‘That is the 6 inch Joop now being 
referred to. 

To carry naphtha? 

A To carry crude oil, Sir. Tmt 6 inch loop was extended 
in the Spring of 1938 through to Calgary making the 
complete 6 inch line through. 

Q I take it the situation in regard to these lines is 
Number 2 and 3 you use exclusively for crude oil and 
Number 1 you use Yor both? 

A That 18 exigent. 

“ Or as the case may be an admixture of the two? 

A Urrvany One Of “tne Three products, crude oil, naphtha, 
or casing head. 

And this loop you are talking about +... 

A Does not exist today. That loop is a part of the 6 inch 
completed line. 

It being Number 3? 

A Number 3, yes. 

Me. NOLAN: You remember at the time, 
Sir, it hes just escaped your memory, there was a lowtp 
used, a © inch loop and it became part *nd parcel of 

the new Number 3 6 inch line.- 

THe CHAIRMAN: There is a 6 inch Loop that 
has gone by is there not? 

Ti. NOLAN: It has become a comple te 
Line, 


SE CHAIRMAN: Only because it has become 
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a complete line? 
Mike NOLAT: That is right. 
THS CHA LRMAT 3 surely that is wrong on 


thetevidence: ~ji \cortainly had it clearly in my mind 
there is one abandoned. 
his MOLAT : There was a 6 inch loop 
in. 1929 that was teken up in 1932, but thet is out of 
the picture. 
MR.> PRA LsYs That is right. 
THi GHALTRMAN: Let us go on with that 
Mr. Nolan, about which we have heard a great deal, 
because the accountants are not at one whether it should 
be taken into account or not. But this is something 
quite different, I gather from the witness. 
Me: NOLAN: .@ cannot discuss 1% till 
we find the map. It is confusing when we are discussing 
the 6 inch loop. 
MR oe) TRAVLAY s we should not have done it. 
You did that in 1929 and you should have kept away from 
it if you found it unsuccessful. 
THE CHALRMAN: — I understend now this 6 
inch loop we are talking about has become a part of the 
main line Number 3% 

& Yes Sir. 

Q Is it paralleling what was previously Number 3 or was 
there any Number 6 before?’ 

4 No, there ves no 4 before. 
All right, now I understand. 
MY. NOLAN: “hy do we take into com- 
putation the months of January, February, Merch and spril 
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A Becausés, sir, thet is the only way thatwe could break 
that down and give the Commission a clear picture. 
There would be a question of what happened before the 
Number 34 line went into commission, and that is the 
picture. 

Q January, February, tarch and April. Do you mean the 
Number 3 line? 

A Number 1 and Number @ with half of the 3 inch line or 


I mean the 6 inch line. 


Q It is the Number 3 line? 

As There was no Number 3 line at that time. 

Q It is to show wht happened before the Number 3 line 
went into operation*’ 

Yes. 

Q It shows the number of hours in operation Yor these 
four months? | 

A Yes sir, for each line. 

ce Number 1? 

A Number 2 line and the 6 inch loop, that was operating 
paralleling Number 2 line at that time. 

Q And which, in May of 1938, becams part and rarcel of the 
new Number 3 line? 

A That shows during that period Number 1 line operated 99% 
of the time; Number 2 line and the 6 inch loop was in 
operation 98=4/l0ths per cent of the time, during the 
first four months of the year. 

THE CHAIRMAN: My associates suggest you 

were remarkably free from breaks during that time, 

in the bad months of January, February, March and April? 
5 No, we had one break, Sir, but it did not amount toa 


great deal. It cracked @ weld. One of the reasons 
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we vere free from breaks during that period is we kept 
in continual operation and at an even temperature. 

Q You see un examination of this exhibit = A LD emnot 
interfering, lir. Nolan? 

MR. NOLAN: No Sir. 

THE CHATRMAN: Just to clear this up in 
my mind. Ycu say an examination of this »xhibit serves 
to show the net for the third line? 

A Yes sir. This is a pencil copy that I made of this before 
I came over, The Number 1 line operated 56.6% of the total 
time in 1938. Number 2 line operated 54.7% of the total 
time in 1938. Number 3 line operated 98.2% of the time 
Pn 938. 

Q Nes NOLEN: Well not of the total 
time, only as of from ley to December for the Number 3 
Line? 
Yes. 

Q €8.2% of the time it was in operation? 
From the time it went into operation. 
TH CGHATRMAN: Is there anything to show 
how much crude and how mucy naphtha has been going 
through the Number 1 line? 

4 Through the Number 1? 

G Yes? | 

A 411 of the naphtha and all of the..... 

Q All of the naphtha? 

A And the caging head would go through the Number 1 line. 

Q 4s shown on the first pege? 

8 Yes. 

Q There would be some sfld, of course, and some lost in 


processing? 
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Ma. NOLAI: No, the products are not 
shown on these statements as products per line. 
Des ORG ae Yt That was really the 
information I wanted, to show ey much tha t naphtha 
Line, as we might call it was used. 
THE CHAIRMAN: Yes, a suggestion was made 
that this naphtha line was serving ea field that was 
dying out and it was no longer of any importancss. If 
we know how much went through the line last year it 
may be some indication, as distinguished from what may 
have been sold and taken away from the Valley. 
MR. LOLAT : What we would have to do 
is take the gross pumping through the trunk lines and 
break that down into Numbers 1, 2 and & TI have got 
it in absorption naphtha and crude naphths end crude 
oil at the top of Page 2 of lixhibit "204". 
THs CHAIRMAN: fo, because the witness 
says that some was sold in the Valley. Some was lost in 
processing? 
Tf. NOLA Ws That is right. But just 
what came through the trunk lines of the three petroleum 
products. That is what came through them all at the 
top of Page 204. 
THE CHAIRMAN: I do not understand that. 
They did not necessarily go through the trunk lines as 
ei understand the witness. It went into the gathering 
Lines‘ 
A Thet is the gathering lines. 
Q On page lt? 
A Yes sir. And this is the trunk line at the top. 


Absorption naphtha and crude naphtha. You can take it 
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all of the first two columns. 
Mi + NOLAN: rate 2 OL sxnibit 204") 
all the absorption naphths and crude naphtha shown on 
that page did go through the Number 1 line? 
THE CHAIRMAN: Yes. 

A The rest of the 54.6% working time vas taken up by 
transporting crude oil. That is 56.6%. 

G Be COMIC SPOUSR LDPSATT: Could you give with 
reference to the Number 1 line, iir.Coultis, how much 
actuel crude went through the Number 1 line? 

h 


DP OLteire pup livcennot stand Nere and do it... But = 
could get that figure. | 

THE CHATREHAN: It might be just as well 
Be vio 26) oOo. voo mucn trouble, we. Nolan. 

DO en ie Wo, we “canidd. bt... 28) wiEm 
break it down per line per product. 

Pies (PRA G Y £ Tat. is it exaeuLy. 

The reason you have put this into your rate base, and 
there is no real disagreement with you, is because you 
needed to transport your crude at certain seasons of 

the year and that is why you properly say it is part 


of your system, and you are asking for a rate on it. 


Otherwise if it worked exclusively, if it were 365 


days a year, used to transport Imperiel Oil casing 


head, then it might be questionable. 


MR. MPOLAN: A Sire cas oa ary 


Mae PIU Lays it. is: not, therefore 
you say it is a standby for use in transporting 
crude and you want it in your rate base. 

THis CHAIRMAN: How much crude did it 


carry? 
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Mi eR, 8 Ys Yes? 
Me. HOLAN: I think Mr. Maw can work 


that out for me now. 

Ma. FRALEY: I would like to get OR 
with Mr. Morrison. bP as eetting ‘on. 

WR. COMMISSIOLER LIPSETT: Mir. Nolan, when Mr. aw 


is doing that..... 


Mi... NOLAN: He cannot do it he tells 
me nowe 
Me. COMMISSIONS LIPSETT: Or Mr. Coultis, perhaps he 


could give us the crude figure on Number 1 line from 
May of 1938, when the new six inch ripe line was com- 
pleted. 

Met. TIOLAN: Would it be sufficient if 
using the number of hours that the line was in operation 


we worked it out on thet basis. 


TH: CHAIRMAN: That is taking plant 
products. 
MM. NOLAN: We WILL eet its date ae 


Will heave San a Little while. 

THE GHAI RMA: All. right. 

MA. FRAVLEY: Phat. is alk, Sie. Goultis, 
for now. 

Hite” PLOT ITS: I would like tc examine 

Mr. Goultis on that subject. 

TH CHAIRMAN: Hadn't you better wait till 
they get the statement and then you can exemine him on 
the whole thing. I take it, Mr. Nolan, you will have 
Someone who is able to do it so it won't delay us? 


MP .NOLAN: It will be done today, 


Mr. Ghairman. 
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-4892- 
K. J. Morrison. 
Ke Jd. MORRISON, recelled:- 
Q@ Mi.) PRA BSY : Now, Mr. Morrison, you 


first have to file some statements which the Ccmmigsion 
has requested? 

b Yes, I have tyvo statements to file. 
THS CHAL AiAN: Probably tix. Morrison will 
be referring to these different accounting statements, 
and perhaps we had better get them in. 


Mr. FRAULGY Ys» 


(Go,\to Page. 4896. }, 
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THs CHALTRMAN: Mr. Frawley, I was just 
speaking to Mr. Nolan upon the subject of when we get 
through and I mention it now as it is fresh in my mind, 
when we get through With these witnesses and Mr. Coultis 
comes back with his statement, I think we should 
consider the question of the period of adjournment and 
that sort of thing. 

MR. FRANVLEY: Mose 

TH: CHAIRMAN: if you will just keep i1t.in 
mind, if I forget, because I would like to speak to 
counsel, I mean not partisularly the adjournment for the 
period of the arsument but the long adjournment. 

MR. NOLAN: Ang while itis in my mind, 
may I mention, sir, if at some stage the Commission 
felt inclined to go to the Turner Valley and look at 
this operation. Now, in the heat of the struggle 

and the work which has been done I am afraid We have 
all overlooked that, the weather was very cold and 
nothing was done about it. I- wonder if the Commission 
still feels it would like to go to the Valley and see 
this pipeline operation in action. You will remember, 
sir, we were talking about it? 

TH. CHAIRMAN: Oh, yes, quite well. 

LR. PRAWLAY: and if so, when. I have in 
mind the argument. 

TH: CHAIRMAN: AL1 I am thinking about is, 
you would not want us to go without the attendance of 
counsel and it is taking counsel away from the prepara- 
eLOM Of the argument, that is what I am thinking about. 
oR. NOLAN: For a whole cay. Well, 
couldn't we go after argument, does it matter? 


MR. FRAWLEY: . Well, I think it is almost 
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necessary that we should go after argument because if 
we finish now, the only free day 1 can possibly see aM 
perhaps, to-morrow, and that is all, and so I think we 
will have to go, unless there is some objection to 

that, if you see none, then 1 think we could go. 

THE CHALRMAN: All I can say about that is 
that supposing there were some observations that either 
you or anyone else wanted to make, fFased upon our 
Observations down there, you should be free to do so. 
MR. NOLAN: But {£ would forego that rather 
than have a lost day between now and the argument. 

TH: CHAT RMAN: Y¢s),, 1 would think ,S@..b00. 

Do counsel see some point in going? We have discussed 
it and did think it was desirable, does counsel still 
feel that there is an advantage, we do not want to go 
just for the sake of going and taking 4 day for nothing, 
butwvit yon the other hand, you think it is of advantage 
I feel that we should go, and you know better than we 
do, sO you might, perhaps, consider tha. Lite Lin 


> 


that respect that we should be in counsels’ hands, 


-_KENNETH MORRISON, having been recalled, 
examined by Mr. Frawley, said: 
Q Mr. Morrison, you were going to begin by filing some 
statements which the Commission has requested you to file? 
A Yes. 
Now, the first one? 
A Is a statement prepared on the lifetime of Dr. Boatright's 
of nineteen years from lst January, 1939. 
And using Dr. Boatright's submitted rate of return’ 


Well, that will be taken care of in another statement, 
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I mean I have prepared another statement showing rates 

of return, which includes Dr. Boatright's 10%. 

Then what statement have you for Dr. Boatright's..... 

The nineteen years? 

The nineteen years? 

Well, that will be taken care of, this same figure of 
nineteen years is then transposed into another statement 
showing the 10% rate of return. You see, there are really 
two parts to Dr. Boatright's submission, first we have 


to teke instead of the 5, 10, 15 20 and 50 year 


, 
periods, we have to take the period of 19 years from 
the first of January, 1939. 
Yes, but Dr. Boatright says “In my opinion, the life of 
the field ia 19 years"? 
Yes. 
He says "The proper rate of return is 10%"? 
Yes, andl have those figures. 
On two statements? 
Yes. Well, in the latter statement it will include these 
figures and complete the picture of showing the 10% but 
let us put in the first one,so that we have the make-up 
of the 19 years, showing the details. 
THE CHAIRMaN: All right, that will be 
fenibat) "20a". 
(FIRST STATEMENT PREPARED .ND 
PRESENTED BY TH wl INiss 
MORRISON H=RE M:RKED AS BXHIBIT 
W204. ) 
OW WAL) YOUs «5 <1 


The second statement is a statement... 


You want to put them both in? 
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Yes, before we discuss them and we can speak upon them 


more intelligently, a statement showing pipeline rates 


-in oents per barrel for periods from 5 to 30 years, 


and those periods include the 19 years of Lr. Boatright*s. 
That is in there as one of the periods? 
That is correct and that is why we will get the whole 
story in this last statement, of varying rates @ return 
fran 83% per amum to 20% per annum, for the nine monthst 
period ending 50th September, 1938. 

(SSCOND STATEMENT PREPARED 

4AND tRGSINTSD BY TH: VITNESS 

MORRISON HAR® MaRKaD AS 

BAnr ere "205" 2) 
Now, perhaps, the best way for me to ask my questions is 
to ask you to take the anount, take the lifetime af 19 
years? 
Yee; 
Take a rate of return af 10% and, of course, also taking, 
as these figures do, using your method of building up the 
capital investment and of Bineeat ine the indirect costs? 
That is correct. 
Lo that, what is the rate in cents per barrel, 19 years 
on 10%? 
Yes. Well, then, referring to Exhibit "205" on the 
first page of the period involved is the nine months! 
period ending 30th September, 1938, which was agreed upon 
to be regarded as fairly reflecting the transactions Tor 
the year 1938. 
Yes? 
Now, the rate of, the first page shows three rates of 
return, 82%, 10% and 124%. 


Yes? 
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Now, if we take the middle submission showing the rate 
of return 10%. 

Yes? 

And going on to the 19 year basis, the middle section 


of the first page shows the rate of return, the 10% the 


middle Section, and then if We go on to the 19 year 


basis which is the fourth column of figures, shows a 
total of 7.053 cents per barrel. 

THE CHAIRMAN: . On a return of 10%? 

On a return of 10%, and on a basis of 19 years, all other 
calculations being on the rate-base which we have adopted 
and on the distribution of indirect expenses which We 
have adopted. 

MR. FRAWLEY: ; Now, then, just to complete my 
question, take 19 years and a rate of return @ 85% and 
call my attention to nee 

The same page, Exhibit "205", the first set of calcula- 
tions, rate of return 83%,.19 year basis, the rate in 
cents per barrel is 6.698 dents oer barrel. 

SSO) WE. HO ers iarate nie 

THE CHAIRMAN: what is that last figure? 

The first section on the same page, the top one, 83%, 

19 years, would be a total in cents per barrel of 6.698. 
THE CHAIRMAN: Oh, yes, that is the difference 
between? 

83% and 10%. 

THE CHAIRMAN: Yes, that is the rate which, 
according to your evidence, you would allow, and the 

rate which Dr. Boatright fixes as the proper orm? 


That is correct, sir. 
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Q Then the 6.6898 cents is yours and the 7.053 cents per 
barrel is the rate of Dr. Boatright? 

A No, the rate of return; you see, Dr. Boatright fixes the 
19 years md then Dr. Boatright suggested 10% ana I 
suggested 83%, and these last two figures represent the 
difference between 83% and the 10%, the rate in cents 
per barrel on the 83% return to the company is 6.698 
eents per barrel, and on the 10% basis, which was the 
rate of return suggested by Dr. Boatright, it woild be 
7.055 cents per barrel. 

Q THE CHATRMAN: We are taking the life of the 
field as at 19 years? 

4S That is correct. 


And we apply your method of approach to the problems? 


A Yes, toouie, various problems; that is correct. 
TH CHALRMAN: - I understand. 
Q MR. FRAVLEY: Then let me put it this way, 


accepting your method off approach to the accounting 
problems involved, accepting the life of 19 years from 
now on, upon Which to amortize the company's investment? 
Yes : 

and giving the company a rate of return of 85%, then 

the complete rate which in your, whi ch would follow, 
should be allowed by the Commission, would be 6.698 cents 
per barrel? 

A I would not just put it that way, the cost of trans- 
porting a barrel of oil under those circumstances in 
using your 1938 as the period, would be 6.698 cents per 
barrel. 


Q I know, but we are forever talking about costs and rates, 


=) neh 


7 ae si Rae ETI: tae “od ty 
URE ET mS stone 


ee o wae F { ye 
2 a bi a " eal y 
ab Det AUN Nae ae De Ts 
t A ' , 

‘ ; ~~ . a on ro a phar 

1 7” CNR wen Beri ie nt vt nets , coy: fy t { 

ties ‘ ‘ (3 ON ae. ie i) bss SE: a 
Be hee ak ‘erat Mate 1 sa RR ey pa hie fe sh 4 2 a hie Z eS 


: y : ‘ bY : see : vy F 7 
) oni in cued, Nar Gea aan Bag ins st oq 


id Cire) ¥ ~ 


" LG 
EE RO al Meck” SURE, Ae aD ania ge or + 
7aPEY Vie a } se Ne Ay tt at lel ; 
A SG einai ee ‘ait pa 
* > ( "i ML 
‘ ‘ ; ‘ bo NEN a) ir * 
: "4 t 
Ta teeg Ss 
" - 
‘ ry 4 aps 4 
oa) eas 
Ai 2G NRE ELEY: Ons ie (i am Lina wii ae aw ® 
Ns Math ean pa Ts t ; i r NER a ne .,| Uae Ww 
eh ane malas Neate cath ot i 
4 i cna H URI ere “it shine : 
en ‘ Pas aa 
Phe Ula ah Re i 
lf 
‘ H ' ‘ iy rope | Ne pa é z Be Bid whoa 2 i c i ide hee 
maeay aif i f res e ir ‘ bh ey 7 * Siteay 
ny id in i. My j 
A Di aH i * A j , i ea 


} 


Cee Mm Ree 6 stm, te ten, a ‘yang pore i 


ny ‘ey NBR 


K. WOrrison,. -4899- 


Pr 2 


Pp - oa -£ 


a 


& 


the object of the Commission, the duty of the 
Commission is to recommend a rate, they are not me- 
Suming, I presume they are also going to recommend 
what the cost, what the cost , im their Opinion, 
Should Se? 

Yes, but it is the rate now. 

Quite so? 

1S 26 not for i the future. 

I see what you are coming at, the rate then would be 
S2eOiweay the Slstcday of December, 1958... .+. 

“O, really September, well, that would be fair in view 
of the agreement, 

Yes? 

That the nine months' period would apply for the whole 


year, would be 6.698 cents per barrel. 


Let me put it this way, if the company had charged 6.698 


cents per barrel? 

Yes. | 

As at the Slst day of Tecenber, 1938? 

Yes. 

It wowld have given them their operating costs, the 
direct and indirect, on your basis of ascertainment? 
Vos 6 

It would h-ve given them 19 years in which t amortize 
their investment from now on? 

Yes. 

and it would have given thema rate of return on their 
investment of 83%? 

That is correct.and that is fairly putting it. 

And then we go from that to 10%, by dropping down the 
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page one figure? 
26s. 
Then let us gO now? , 


To l2e%. 


& FP & F& 


Let us go to 20% on hace 2. 

THE CHAI ERMAN: Just a moment, iff 84% is the 

proper allowance to make for the company's return @ its 

invested capital that would be the rate which would be 
struck? 

A Well, that is the rate at the moment, sir. Now, if we 
are going to strike a rate for any future period there 
are other consicesrations which must be taken into account. 

Q WR. FRAWLEY: Well, now, then, let us Aeal, 
what is the immediately obviously other considerations 
which must be taken into account? 

A Well, there is first the balance of the additions for 
1938, that is to say, on this calculation we amortized 
hail of the additions for 19388. No, at the end @ 
1958 or to begin 1959, the remaining half of those 
additions must be taken into consideration and them in 
addition to tha} the half of the additions for the year 
1939, which are estimated and which at the moment I 
have not any figure of my om, there have been figures 
suggested, of course. | 

Q Let me be clear about this, you have not at any time nor 
have you to date projected yourself through the year 
1939 and submitted any figures to the Commission as to 
what the rate should be, taking into account the further 
capital additions? 

A THateis vyieht. 
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Q THE. CHAIRMAN: You have not? 

No, because I have no figures other than those which 
have been presented to this Commission. 

Q VR. FRAWLEY: Which are estimates? 

Yes, which are estimates. | 

Q So l want that to be quite clear, sir, that this witness 
has not, because for the reason you have to be peel 
a figure by the Commission, what its estimate is? 

A Yes for the year1939, what lifetime will be accepted as 
the proper lifetime and what ra-te of return. 

Q You have covered the question of lifetime, because the 
Commission can choose from the various lifetimes you 
have suggested here? 

A Very true, but that will affect the same calculations 
for the year 1939. 

Yes, 1 see; you must take a lifetime ? 

A The lifetime, by going through this whole procedure and 
doing all of these periods. 

Q Yes, that is clear, Mr. Chairman; the Price, Waterhouse 


people took their lifetime? 


THE CHAT RMAN : Who is going to do it, the 
Commission? 
A Well, it is a very simple matter, sir, if the Commission 


Will say to me or Mr. Cottle that the lifetime is such 
and the rate of return is such. 
THE CHalRMAN : Oh, then, I see? 
Yes, the other mtter is very simply done. 
TH! CHAT AMAN : Yes, I follow you. 
A But not having that we would have to go through all these 


periods, 


Q MR. FRaWLEY: Because you lave not selected 
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as the one and only lifetime any particular figur e? 

No, 

THE CHAIRMAN: It is purely a matter of 
calculation? 

Correct. 

And the Commission has the benefit of an 2cc oun tant, 
but to amortize in respect to the last half of 1928 
and the other half of 19359, have we the essentials in 
evidence for that? 

Yes. 

When we are éealing with 1939? 

Well, if the Commission will accept the estimate, if 
the Commission will accept the estimate put in; you see, 
Mr. Coultis istee in an estimate of 265, 00, 

the Price, Waterhouse in their figures used an amount 
of 260,000. 

MR. FRAWLEY: And then further than that 
Mr. Coultis broke that down into certain and doubtful, 
you might say? 

Certain and doubtful. 

THE CHAT RAMAN: The capital expenditures? 
Yes. 

And it was also dealt with by Mr. Hill? 

MR. FRAWLEY: Mr. Hill also gave an 
estimate of so many thousand dollars? 

$125,000.00 per year in his last report. 

THE CHATRMAN: I just wanted to know, aside 
from any simple calculation which Commission accountants 
can make, we have the material on which to base that 
calculation once the Commission has made all its 


findings? 


PDR othe oth et yt Ban 


i u 
ii) 4 
wh . ly 
j , - tbs aK , 
5 r s , - 
— » 
Rs 
' ' ca sf he \ ) may A 
} ‘ ae | Yh 
eden: PE Maer sasha Py) tae ) 
‘ Lea ent 
Py 4 
a if 
' 
{i 
x ! 
ae 
y LEAN (at 
) 7 
bitsy aie! Ga! eet a t ee fe WAAR ak sch ae ais At: Vy ei, not an 
' ein . - 7 ’ rg ] 


7) . : a ePe on ea : ( : Mun i Ms Spit 


NS it C7 OSE RR a Anes 
3 ‘ ’ 
X 
\ r le pray Oe i 
4 y ath aes K ’ ee pas hy #) 
yr WN 
¥ > ol ae ; ry 
by ipubenat om 
eg nan ina | 
' Pi \ aha wh 
PAR GRR > ROCA TE 
i i 4 hh my) i 
.y ie pity NP 
H j “ ‘d ; seh ‘ Aa r yl s i ae a er a: Ae one i 
’ | eat be 


ih hi pr GR bh le @ Af A cy: bs ts / v4 ; 7 


oS aE hy wt | ee We vee 


: é t i 5 i toe 
i‘ . +1 i aA Vib) ap Er) (ta od EN 4 
{ \ ea} ihe pay ie 


f “7 Ng ty s4 a ed hs vie ska ya hh., Ye by he ate ; 


(py): AL Se a A ry a aro: ‘y nee 


ie 
“£ 
iy 


sa 


jw Morrison, -4903- 


A Very true, once the Commission has made all its findigs. 


& 


MR. FRAWLEY: How about the last three 
months of 1938, the capital additions of 1938, have 
you that figure? 
A It has not been pw esented into the record because the 
books are not yet closed. 
Q Will Mr. Cottle be in any difficulty or the Commission 
have any difficulty in knowing those? 
Well, they certainly would not have been in evidence. 
Will it be required? | 
Well, to get an absolutely accurate figure, yes, it 
would be required, but iff the Royalite Cil Company are 
willing, as they have agreed to heretofore, to use the 
figures up to SOth September} 1938, as reflecting fairly 
the position for the year 1958, then that, of course, 
would be sufficient. 
Q You thereby would be able to take the capital additions 
for the first nine months? 
A Yes. 
THE CHAIRMAN: There is no difficulty 
about that, is there, there has always been an agreement? 
MR. NOLAN : Yes, we are quite agreed 
that the capital additions for the last three months 
would be on the proportion of the capital additions 
for the first three months. 
THE CHAT AMAN: AL} rigni.. now. 
G MR. FRAWLEY: Just to go further now, to 
get on the record, to get it out of the statement and 
on to the record, the other rates of return? 
Are you referring now to Exhibit are Oks hay 


I am referring to Zxhibit "205", just strike out tha t 
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last question in your min@, Mr. Morrison, take the 
83% which you have, the first column across the page, 


in Bxhibit. "205"9 


A Yes. 

Q You have only called my attention to the 19 year basis? 

Bb That is true. 

Q Going to the last basis you have here, of 5 years? 

A The 5 years basis, to first January, 1939. 

Q And tell me what the rate, tell me what the rate 
would be om a 5-year basis as of say the Slst day of 
December, 1938? 

A 7.6358 cents per barrel. 
Let me put it this way then, if the company had charged 
a ace ior 17.b5G, cents: per barrel as of we 3lst day of 
December ,..L938., it would have given them, always using 
your accounting methods, it would have given them their 
operating costs, it would have amortized their invest- 
ment over 5 years from the first of January, 1959? 

A Correct. 
And it would have given them a return on their invest- 
ment of 83%? 
That is correct. 
And taking the 10% and taking the S-year basis and what 
would be the cost, and, therefore, the rate, as af, the 
rate including return, as of the 3lst of December, 1938? 
The rate would be 7.921 cents per barrel. 
So that the rate per barrel o@ 7.921 cents would have 
given the company a return on its investment af 10% 
and the vrivilege of amortizing over 5 years? 

A Yes. 


Using your accounting methods? 
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Thet is correct. 

Q Wel], then, going to 20%, tell us what the rate would 
be using the 19-year bais? 

4A The 19 years mw? 
Yes, 19 years? 
That will be found on Exhibit "205", on page 2, and the 
vate in cents per barrel to yield the company 2C% on 
its investment and amortizing its capital on the basis 
of 19 years from first January, 1939, would be 9.481 


cents per barrel. 


a 9.421 cents per barrel would give the company its operating 
cost, 20% return on its investment’, and sufficient to 


amortize,in the operating costs a sufficient amount to 
amortize its total investment over 19 years fron now? 

A That is correct. 

Q And going back to the 5-year basis you would, taking the 
rate of 20%? 

Yes, the rate would be 9.807 cents per barrel. 

Q So that 9.807 cents per barrel would on your accounting 
methods give the company its full operating costs, 
enough money to amortize. enough annually, a big enough 
annual allowance, to amortize its investment over a 
period of 5 years and a rate of return which the comany's 
auditors have suggested, namely, 20%? 

A That is correct. 

% That is a shorter time, that is u shorter amorti zation 
period than the company has itself submitted? 

A Oh, yes, they use practically 8 years from that same 

date. When IL am speaking of the company I am speaking 


of the Price, Waterhouse. 
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Q 


Yes, using the Price, Waterhouse submission of 20%, 

rate of return and an amortization period of some two 
or three years less than the Price, ilaterhouse period? 
Three years less. 

Three years less, your figures show with your accounting 
methods, indicate that the rate of return as of the 3lst 
day af December again? | 

Yes. 

Using that again as an instance, the rate of return 
Should only have been 9.807 cents per barrel? 

Yes. 


Now, the rest of the statement, "205", speaks for itself, 


and it appears that the Commission can fini rates...... 
THe CHal RMaAN : Taking the proper rate for 
1938? 

Yes. 


Lt should be the proper rate in 1939, as I understand the 
Witness, subject to those additions which may have ta 

be necessary in 1939 over and above what is necessary 

im 1938? 

Together witk the amortizatiom of the remaining half 

Of the.additions for 1958. 

Well, in 1938 did you not take the remaining half of 
1937? | 

No, we took, in taking for the nine months’ period in 
1938 we took the cavital as at the first of January, 
1938, and added thereto one-half of the additions for 
the nine months! period in 1938. Now, if we had bees 
able to go to the end of December in 1958 we would have 


taken one-half of the additions for the whole year. 
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Then when we Were coming tao 1939 we would have taken 


the capital invested as at the first of January, 1939, 


which would include the whole of the additions for 

the year 1938, and added thereto one-half of the 
additions for the year 1939, 

Yes, and why cannot you do that, in the line of your 
agreement for the remaining three months? 

Well, it can be done, sir, tut, as I say, the Commission, 
we can do it, and again and come out with all of these 
different periods but there are so many combinations 

to be worked out. 

You see no difficulty in arriving at that once the 
Commission settles on its findings? 

That is correct. 

applicable thereto? 

That is correct. 

It really boils down to this, instead of making all 
these calculations. not knowing what the Commission 
Will do, it ne a simple calculation once the Commission 
has made its finaing for any accountant to do it? 

that is corect,» sir. 

MR. FRAWLEY: That has been my understanding 
and that is what you say, Mr. Morrison. 

THE CHALRMAN: Once the Commission has 
furnished the Commission's ssocountant with that 


information. 
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- Morrison. 


It might seem at first blush a peculiar thing to take 
half of the additions. If you had been doing it just 

as you séy nov you eére doing it, and you knew the full 
amount of the cepital additions during 1938: 

Yes. 

You would onoy have taken..... 

Half of these edditions, because for this reason that the 
Company have not invested all of that money for the whole 
year. 

THs CHALIRMAT s I just feel this way about 
it, if.Prewley, we have avery confidence in our accountants 
but I do not want any room for the thought there is any 
accounting goirg on that Counsel has not had a chance 
to attack. Simple calculations can be more readily 

done, certeinly, by lr. Cottle than by the members of 
this Board, but I want it to be clear there is nothing 

in the method of his approach that could have been 
criticized by Counsel did they knov of it, that has not 
been done. How long would it take you to check this 

one figure, anything you like , because as you very 
properly say you do not know what we will find. 

Carry one through and Counsel can say what they like 
about it? 

For instance if I were to assume Dr. Boatright's life 

of 19 years; and my own or br. Boatright's rate of 
return and estimate the capital expenditures that 

have been suggested for the year 1959, 1 certainly 

Could pre are a calculation. 

All right. ‘iould that teke longs ‘hen I say long, 

Can it be done today’ 


Yes, I think it probebly could, ir. 
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The point i make is, take any one you like, take Dr. 
Boatright's or teéke your own or take anybody's. I do 
not care. But applying your method to it and carrying 
Lt out to its logical conclusion. You say if so and so 
is found and a rate of so and so is allowed,by this 
Commission, and a rate of return on the money? 

yess 

Then the sents per barrel resulting ther>from is 

so and so? 

Yes, that cen be done if it will help the Commission. 
Ido not want it thought either by Mr. Frewley or by 
Mr. Uolan or anybody else that they noe not had an 
opportunity of cross-ex@mining on what is being done. 

I appreciate that. 

All right. Not thst we do not think lr. Cottle can 

do it es well as you can, but I want Counsel to have 

an opportunity of deéling with it. I do not care what 
Peure you take. ips, to illustrate the method ioe 
getting the result. 

Mie FPubWLsY: The célculation would 
have to be made by Mz.Cottle. If you take some other 
figure it would be of no value at all. wr. Nolan could 
not attack hir.Cottle when he is in with the Commission. 
THE CHATRMAN: Have you eny suggestions, 
Mr. Nolan? 

Mm. OLA: I had learned from ‘hat I am 
able to read in the vey “these matters are disposed of 
in the States, that there has been » practice gro up 
for a. Commission, in some circumstences at least, to 
prepare whet they call a tentative jucgment and to permit 


Counsel an oppertunity to speak to it before it becomes 
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a final decision of the Commission. That is, of course, 
@ little startling to our ideas of how matters in Court 
should be conducted. But when this discussion arose 

a moment ago I wondered if this was not the very sort 

of thing that they had in mind down there, when they 
permitted Counsel to speak to something of that kind, 

as a sort of a tentative judgment. 

TH CHAIRMAN; It may be that in due course 
Some regulatory body will adopt that method, but we will 
not, lire. Nolan. «e will give judgment, by wey of recommen- 
dation of course, and we are through. I think in the 

end it will prove more setisfectory to everybody than 
starting to rehash the whole thing with a tentative 
judgment submitted by the Court to Counsel. 

MRe FR Live Ve will first have to argue 
the preliminary things thet you are going to decide. 

TH: CHAIRMSI': hat I want to get clear 

at the moment, and it seems to me very simple, is this, 
Mr. Cottle will no doubt be celled upon by us to make 
certain calculations predicated upon our finding, with 
which he has nothing to do. 4s I understand the witness, 
that is very simply and easily done, mr. Frawley. 

THS CHAIRMAN: I say that we should take 
one figure and explein it so that if Counsel has anything 
to say about it they cén now. 

Pee te Da Ye Supsvose I ask Mr. horrison 
to take 19 years, and to take 10 or maybe 83% and then 
take the full estimate of ir. Goul tis for 1939. 

TH CHAIRMAN: Mr. Morrison will be most 
familiar with it. Let him take any figures throughout. 


Mae. ERLILSY: He would have to take some- 
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K.J.iforrison. 


body else's figure for the life. 
TH CHA IRAN: Well take any life you 


like, and let him take Mr.Coultis' figure if you like. 


Mike PRINLGY: The complete figure. 
THe CHATRMAT: Yes. It is just illustrative. 
A There is one other factor too that must be considered and 


thet of course is through put. 
Te eps a meg ea er Through put’ 


Yes, very much. 


oS 


You cénnot do anything about through put. I will ask 

you to assume the same through put. 

bh. NOLAN: It is what the Commission 

is zsking the witness to estimate, because this statement 
205 is built one through put..... | 

A For the 9 months ending September SO0th, 1938. 

MR. Pudi Lay: And you would duplicate that 
in the year 1939? 

TH CHAIRMAN: This may not be necessary 
for the wittness to do. Iwas just thinking of you in 
particular, Mr. Nolen, in suggssting that. 

Tayaieryot Oddy tds I know, so that I woulé 

have an opportunity of verifying what was being calculated. 
THis CHATRIMAN: Yes, and to see if there 

was anything Wrong with the method of calculation, and 
examine the method. Perhaps it would serve equally well 
if Mr. iiorrison says whet he would do to arrive at the 
calculation, without making it. 


@. NOLAN: Yes, because Mr. Maw can 


check with me at once. 


ce 


THo CHAIRMAN: Perhaps you will state 


whet method you would adopt? 
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Vell I would add to the rate base the remaining capital 
expenditures for the year 1938, which have not been 
Gonsidered in Statement,sxhibit "204" and "205", I 
would add to thet half of the estimate of lir. Coultis 

in respect to capital expenditures for the year 1939. 

I would then take the same through put for the year 

1939 that I have taken for the nine months ended 
September S0th, 19358. 

Mine PRI ILGY: Through put per day or 

per annum’ 

Through put per dav, the average. The aver: ge to the 
end of September, speaking from memory, was about 16,700 
barrels per day. 

Just as you have done? 

Just as I have done» I am assuming the through put will 
be just as great in 1939 as it was for the 9 months 
ending 30th September, 19238. The average. 

If the Commission finds the through put is going to be 
So much less or so much more, and you were the Gommission 
accountant, and you were told the through put is so much 
down from this figure you last gave us or so much up, 
you could make the calculation accordingly? 

Yes, that is true. The principle involved is the same. 
TH CHAIRMAI: It is some thing that is 
purely for the purpose of example, showing how he would 


go at it, and therefore, how Wir. Cottle will approach it? 


cae eM OLAN: Yes. 

TH CHAIRMA?H: vhen we have made the findings’ 
hi. -MOLAN: Yes. | 

THs CNAIRIGN: | Then you need not make a 


calculation on any one line. 
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Mi. "RAULEY: Thankful for small 
blessing s3 
TH CHAIRMAN: Yes, that is a relief. 
Me. COMMISSICGN 2k LiPSsTtT; Before you pass from that, 
would it be well to take the last column, Company's 
Book Basis, and let Mr. hiorrison explain that to us. 
MR. PRL LEYS Would you mind dealing 
with thet, taking the three rates of return, 8%, 
10% and 20%? 
THA CUAIRIGN: Before you enter upon 
that, because this can be disposed of now when we think 
about it, supposing we did not take your method oF the 
method of ifr. law and his principals at all; and we 
Said Mr. Hill is right in his mothod of approach, 
would the same apply? 

A The same principles would apply, yes sir. 


a The starting point then would be, instead of starting 
at that taken by you and Price, .sterhouse, the starting 
point weuld be the point where he seys “We are taking 


that over nov' and the replacement vélue now is so and 


so? 
A Yes. 
Q On the material we have now the calculations from then 


on could be made? 

4 Yes. 

Q Pee TR ERY § You can se3 no difficulty, 
no lack of material in this case for the Gommission or 
the Commission accountant in arriving at a rate to be 
struck, using ##r. Hill's method of approach, assuming 
the present capitel investment? 


A There is just one difficulty that I see. I think you 
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K.J.Morrison. sna 
will recel) the evidence of Mr.: Hill thet it wes not 
quite clear as to whether or not the 178,000.00 
odd which was the di°’ference bett'een the depreciated 
Vewie Savon tynlreghilil of “L,700,000, thet was the final 
figure, whether that represented the value apportioned 
to the utility assets or whether it was the going value 
OPithe divect-assets. Thare is a difficulty there. 
TH CHATRiARN: That is not a difficulty 
in respect of which the Commission is hopeless to find. 
If we take the replacement value it does not follow 
that we should not say the theory is right but the 
replacement value is wrong. 
Me. FR Lay: I wonder if that is a 
point the witness is making. If the Comnission teke 
Mr. Hill's method of approach? 

b Yes. 

G Mr. Hill has given a figure and ascertained the total 
gemount invested in direct assets! 

b Yes. 

Q You say that is all he has done? 

A That is all he has clearly done. 

Q But the Commission would heve to know the replacement 


value of the indirect assets would they? 
A If that is the method that #r. Hill would suggest to 
ascertain wht ought to be charged to the Pipe Line 


Department for services of these utility assets. 


& The Gommission would have to deal with the question of 
indirect assets? 

A Yes. 

Q sither tn one of two ways? 


4 Yes. 
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Q Putting an amount in the rate base, being the interest 
of the Pipe Line Division in the indirect assets of the 
 Royalite Company? 
That is one method. 
Q Or putting it in the annual charge by way of rental, or 


service charge of some amount? 

A that 1S correct. 
What 1. am interested in is, if they approach it from 
Mr. Hill's point of view would they have enough to 


enable them to arrive at his direct assevs, you say they 


would’ 
& Yes. No question. 
Q And secondly ‘the indirect assets, are they able to 


put @ Ligure for e rave base or an annual charge? 

4 That is what 1 am not clear about because I am not 
satisfied that ir. Hill's evidence was quite clear 
that that difference of approximately ,178,0U0.00 
represented the interest of the pipe line department 
in those utility assets or whether it represented the 
going concern value of the direct assets. Here is 


Mr. Hill's report. 


Ast) 


“hat does he say? 
A He deals with it. 
TH: GHAIAMAN: He was examined to great 
length on that? 
A Yes, I have the reference to it on Pege 15 of Mr. Hill's 
report. He sums it up and says. "For all of these 
reasons the division has, in the engineers’ opinion, 
@ value as a going concern which is in excess of the deprec- 
jated velue of its physical assets plus working capitel. 


This value as a gcing consern, necessarily a matter of 
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judgment, is fixed by the enginesars at a minimum of 
G1,700,000.00 at December 31, 1938." 

Q TH: CHAIRMAN: If you take that figure 
of 31 ,700,000.00. Now you have everything in the 
world to cover that he could dover. 

q MR. PRAWLSY! Supposing the dom eadion 
took the %1,700,000.00 for direct and indirect assets? 

A That is the point in my mind he has not make clear, 
whether he is suggesting because this is a going concern 
the direct assets of this Company have a value greater 
than merely the replacement value to the extent of another 
$178,000.00. 

Q Do you mcan then you would have to strike out any going 
concern value if you wanted to put in something for the 
utility assets? 

b That is my interpretation of what his evidence was. 

Q You cannot have it both ways? Mr. Hill's report is, 
he deals with it all here ina paragraph, and perhaps 
it might be useful if I read it. "The Division receives 
the benefit of the utilitict services such as electric 
power and light, water, steam, sanitation and repair 
shop facilities provided by the parent company at Turner 
Valley. ‘“‘hile a proportion of the operating expenses 
of these utilities has been allocated to the Division, 
the engineers have not attempted to allocate to the 
Division any of the parent company's investment in these 
facilities. If they did not exist the Division would 
have to provide them and their cost necessarily would 
be included in any valuation of the Division. The 
investment of the parent Company in these utilities 


is substantial, approximating »1,000,000.00. For all 
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of these reasons the Division has, in the engineer's 
opinion, a value as @ going conern which is in excess 
of the depreciated value of its physical assets plus 
working sapitel. This value as a going concern, nec- 
essarily a matter of judgment, is fixed by the engineers 
at a minimum of 31,700,000.00 et December 31st, 1938." 
Do you infer that because it recsives the benefit of the 
utilities services and So on that it has then @ greater 
value than the mere sum total of the present day velue 
of the direct assets. 

A ‘ell thet was not my interpretation of his evidence. 
It was because it was a going concern that the direct 
assets in themselves had a further earning capacity, 
you might say, which inercased their value to the extent 
Of 51.76,,000.00. 

Q Yes. If they did not have any interest in tho indirect 


assets at all they would still have a going concern 


value? 
A Yose 
Q I do not want to be too critical but he seems to be on 


the horns of a dilemma. He is giving %s a going concern 
value, but Seen relate the proprietary interest in 

| the indirect assets to that amount? 

beh That is true. In his evidence, I thought I had a note of 
the page, in Mr. Hill's evidenee he made reference to that 


very matter. 


2B 


Vell msybe we ean find it. 

TH: CHA LRMAN: You understand, Mr. Frawley, 
We will make all the ee findings but vie want ahy 
help from anyone on that, other then we get in argument, 


we want to know the essentials upon which he predicated 
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the findings. So tht having made all the findings, 
Mr. Cottle can do the calcula tions? 
Nas ERAGE Ts Yes sir. 
THE CHAIRMAN: Mr. Morrison seems to throw 
Some doubt on our ability if we accept one method of 
approach, namely Mr. Hill's. 
MR. Pre JLsY: Yes 
THa CHAIRMAN: We want to be sure we have 
all the methods of approach open to us. 
MR. FRUYVLSY: That is true. This is ™r. 
Hill's submission, and I am certainly anxious to take 
out of it enough for the Commission to proceed on that 
basis. 
THE CHAIRMAN: I think we will let you 
look at the evidence and think it over for a few minutes. 
A it-is page 2511 of the evidence. 
Mite near Are you sure that is the 
Only page? 
Pie COMPU SOLOM Troe er : What volume? 
A Volume 18, at Page 2511. 
TH: CH4IRMAN: Have you exe@mined all his 
evidence’ 
A I have gone through it and made that reference with 
this in mind that the Commission might feel they might 
wish to take that basis of Valuation as the right basis. 
Q Yes? 
A I wanted to be sure that they had the figures. 
Q And you feel there is a hiatus? 
A ‘Yes, That is exactly the situation. 
Q I think we will let you think about it. ‘ve do not want 


that to happen. ‘e do not want to be barred from teking 
any method. 


(At this stage there was a short adjournment). 
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iRe BRAWLIY: tir. Chairman, we have at least 
Satisfied ourselves az to what itr. Hill said and we 
have picked out all the passages in his evidence 
where he dealt with this troublesome quest’on. In 
his report which has gone in and which will have to 
be first considered, he deals on page fourteen with 
what he calls “value as a going concern", and i 
think perhaps I Should read into the record these 
few paragraphs in toto. Page fourteen of his re=- 
port which is Exhibit "96". 

e The Pipe Line Division of the Royalite Oil 
Company, Ltd. 18 a going concern which has been 
in successful operation for more than ten years, 
although it has been considered as a separate 
Division of the Company only Since January l, 
1938. It is the principal gatherer and tran- 
sporter of crude oil and naphtha in the Turner 
Valley field. Its property is well maintained 
and efficiently operated by experienced men all 
of whom have had many years of service with the 
Company. 

In the opinion of the Engineers the small 
amount of physical depreciation found to exist 
in the property does not measurably detract from 
its service value. 

The Division receives the benefit of the ut- 
ility services such es electric power and Light, 
water, steam, sanitation and repair shop facil- 
ities provided by the parent Company at Turner 
Valley, while a proportion of the operating ex~ 


penses of these utilities has been allocated to 


ie =" =e 
ee: " ae 
. bs - 
ins ' ax 
‘ . 
af > 
49 . 
- = ‘ 
4 
A ; Re 
« cc 
teed 
u 
am =e 
~ me ; 
ane — : 
. age aay = 
=| 4 
’ 


-+ 


, 
. 
wt 
ne 
~ 
4 wt 
s) 


‘ae : 4 
oy ~*~ 
2 r 

yon 

na = 


et? 
ie) 


r 

“. 

a: 
. 


G+3 


~ 4920 = 


“the Division, the Engineers have not attempted 
to allocate to the Division any of the parent 
Company's investment in these facilities. If 
they did not exist the Division wovlé€ have to 
provide them and their cost necessarily would be 
included in any valuation of the Division. The 
investment of the parent Company in these us- 
ilities is substantial, approximatating $1,000,000. 
For all of these reasons the Division has, in 
the Engineers’ opinion. a value as a going cone 
Gern which is in excess of the depreciated value 
of its physical assets plus working capital. This 
value as a going concern, nesessarily a matter of 
judgment, is fixed by the Hngineers at a minimum 
of $1,700,000 at Desember 31, 1938". 
Now this is how he deals with it in his evidence, first 


at page 2512 in Volume 18. "Tn a word", well now going 
back somewhat, yes, it begins st page 2511. sir, at 
the bottom of that page, it is a quession,and I am 
wondering, probably by hire Nolan, L am not certain, 
by Mir. Nolan I think, yes. 
"Q. Now, Mr. Hill, in this report there is 
nothing contained in your appraisal as to the 
utibities? -A. No sirs © Now what do we mean 
by utilities? A. ‘We mean the services of electric 
energy and water, furnishing of sanitation, as 
sewerage, septic tunks, and what not, the furnish- 
ing of warehouse spase and storage and machine 
shop facilities. Those services are all pros 
vided to this Division hy the parent, that is 


the Royalite Company, from its existing facil- 
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"ities at Turner Valley, which are not owned, and 
no part of it has been transferred to the books 
of the Pipe Line Division. Qq. And generally 
uged with the others? As The service of these 
utilities is furnished, is jointly usea by all 
divisions of the Royalite Oil Company, but they 

| ane not owned by the Pipe Line Division and sec- 
ondly my appraisal covered only properties that 
were pointed out to me as being owned by the 
Divisions I made no inclusion in my appraisal 
|| other than as a normal going value for the fact 
| that the Company had the service of those ute 
ilities without waking any of the investments 
which those utilities entailed. Q. In other 
words, your appraisal does not reflect the 
Gapital cost of those utilities? aA. It does not. 
Q- But it does take them into consideretion in 

7 the going value of this pipeline operation? A. 
It does. Q. Now if you are wrong about includ 
ing it as part of the going value, then am TI 
right in suggesting to you that they would have 
to be put back as part of the capital co Bb? 

Ase There should be an allocation made, that is 
if this Commission or whatever regulatory tody 
that fixes this rate base, does not see fit to 
allow any going value for this Company on account 
of the fact that it does enjoy this service, then 
it would seem to me that it must necessarily 
make an allocation of the capital cost of those 
utilities, and apportion some part of it to the 


Pipe Line Division for inclusion in the rate base. 
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"a, Otherwise the Division would have to build 
its own utilities? A. Yes. Q. Have you any 
Opinion to offer as to what that would involve 
inicapital expenditure? A. Yes, it would, if 


the Division built its own utilities in my op- 


inion, they would have to spend between seventy 


Pit AREA BEARER ORI TaN pep oN ce 


and eighty thousand dollars to provide a minimum, 
to provide 4 minimum of facilities necessary. 
That would exclude any investment in electric 
generating facilities on account of the fact that 
purchase~power is available now in Turner Valley 
but it wovld include water, warehoute., sanitation 
and the other elemnets of service which I have 
just described. Q. Is that all that you wanu 
Wovsaveavpoun wnat? A» “LD think that, is,all*. 
That is all, to page 2513. Then it is next dealt with 
on page, then he resumes it again at 2528 in volume 19, 
that is the cross-examination. 2528, in volume 19, the 
next volume, I am sorry, I have to go back one page, 
Boe! ymin s 
"Qe MR.e FRAWLEY: tir. Hill, you made no allowance 
for any proportion of the utilities which you say 
served the Pipe Line Division, in your estimate 
that you made in May, and also in your estimate 
made in Decemter? A. That is 850. Qe But you 
did make an allowance, you made an increase in 
your depreciated value, depreciated estimated cost 
of reproduction of $185,756.00 cr roughly 
$186,000.00? A. Is that the difference between 
that figure ané tho $1,700,000.00? Q.- That is 
the difference between $1,700,000.00 and $1,514 ,000% 
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"a. Yes. MR. COMMISSIONER LIPSUTT: what page 

are you at? Ma. FRAWLSY: If you look at page 

12, sir, of his report, you will find that the 
estimated cost of Ae ae S's eee as of December 3lst, 
1939, is the depreciated figure of §1,514,244.00. 
MRKe COMMISSIONER LIPSETT: 1938? MR. FRAWLEY: 

LISS | yes. He has some discussion of that on 

page 15. He says that $1.700,000.00 is the value 
as a going concern. so that he puts in the going 
concern value at $185,756.00 or roughly 


$186,000.00. A. Phat if not so. Going concern 


| value and working capital. Working capital is in 

} hat difference. Oh no, you are right. 

| 1186 ,000.00 is right. @- THH CHAIRMAN: How much? 
rr $186,000... Q MR. FRAWLEY: Now I want to call 
your attention to what I think is of some value. 
ithe utilities, I think it was agreed, I do not know 
how much, but I understand it is agreed or it is 
suggested that the total value of the utilities and 
service units of the Company are in round figures 
$1,000;000-007? A. I think that is correct. 

Q.» And $186,000.00 would be 18.6% of the util~ 
itics. Do you agree that isa fair percentage? 

Av?’ Gell I) did not make that computation, but it 
happens arithmetically that is so- I have ate 
tempted to make no allocation and I would not 

want to make a snap judgment- It happens it 

works out here that way- But that is not my | 
calculation. @. From what you know of that bus- 
iness would you think that is a fair portion to 


be allocated to the utility proportion? A. tt is 
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"obvious ~ have not attempted to allocate any more, 

that I did not make any allocation whatever. 
Q@- And that is all you would care to say about 
that? A. That is all I would care to say about 
thate Q@- You increase the working capital be- 
tween May and December from 945,000.00 to 
$80,000.00. Did you tell my friend why you haa 
done that"? 
And I think that then goes on to something else, and 
then there is a further reference at page 2560, and 
that is the end of it, 2560, and again I would like to 
start at page 2559, and that is the cross-examination 
of lire Hill by Dr. Boatright. 

"Q- But nevertheless, the going concern value is 
hidden in the difference between the so-called 
junk value and oe present value for operating 
services with the plant, is it not? A» I 
think the going value is indicative of some of 
the cost of the component parts. I think if you 
were gOing to buy a business, for instance, you 
would expect to pay more for that business than 
you would pay for the building and the stock of 
goods on the shelves. Q- ‘Well, then, letvus 
carry this out a little bit further. According 
to that line of reasoning this going concern 
value changes from time to time, does it not? 

As a matter of fact, in May, I believe, you gave 
a figure which amounted to $105,000.00 and then 
again in December you gave a figure of 

$186,000.00 as being the difference between your 


estimated value of the property and assigning 
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"that to a going concern value and not taking 
into account the utilities? 4. Not taking 
into account the utilities. As a matter of 
fact, in December - did take into account the 
utilities. Uy figure of ¢1.514,000.00 does not 
take the utilities into account but my figure 
of $1,700,000;C0 dces- @- In other words, your 
figure of $1.700,0C.00 represents your idea of 
the physical value of that equipment in use at 
the present time. is that correct? A. No. It 
represents my idea of the value of the Division 
set up as it is a going consern and enjoying I | 
the use ot those utilities”. ! 
And then he says, then he taixs about utility book- 
keeping and so on, and that is really the end or 
this that we are discussing. Now that is all of it 


and the Commission will have tc make all they can out 


of it. 

q THS CHAITH.AN: dhat does i.ir- Morrison say about 
it? 

A “ell I merely want to bring to your attention, sir, 


the possible discrepancy in valuation; at one point 
he mentioned the figure of between 70 and 80 thousand 
as being the value that would have to be, the money 
Which would have to be spent to put the utilities 


there. Now as he is dealing with replacement values h 


i 
there is the possibility that the other 100 thousand | | 
\ | 


dollars may be a going concern value. 


MR. NOLAN: Now just a oment, ur. siorrison, 


£> 


that 70 to 80 thousand is less the electric generating 


plant? 
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A Very true, which he says they are purchasing, he 
was going oh the replacement value and therefore 
would not include anything which is not now be ing 
used aha I merely want to bring that to the Com- 
mission's étbention; that they may not have in the 
evidende all 2f the material Hesessary to make the 
calculations of what the rate should be on Mr. Hill's 


calculations. 


Q THE CHAIRUAN: You are still of that opinion? 
Yes. | 
Q MRe FRAWLLY: You mean the Commission might have 


to break it up into these? 

Just as to the utitity portion, 186,000. 

THE CHAIRAN: It resolves itself into 186,000, 
what? 

A Well the total is 186,000 dollars and at some point it 
would appear that ir. Hill thinks that is the correct 
value which should be put on those utilities but he 
has made another comment as to what it would cost to 
serve the pipe pine if they were to be entirely separated 
from the other divisions of the company and he has sug- 
gested a figure of between 70 and 80 thousand, ex- 
cluding, as Mr. Nolan points out, the electric power 
plant because he says it will not be required because 
they are purchasing power and he is using the re- 
valuation basis and therefore he would naturally ex- 
clude what is not now required: 

Q MWRe FRAWLEY: As © gather. what you say is, if 
the Commission desires to take as much of Nr. Hill's 
method as they can? 


A Yes. 


a 


Noa terol. T 


Assy 
. a? 
v ; ae ae 
ded bee pase, Lea Py eee ex 
ra ots , 
ES we ; Sia 
ae Lute aes cin’? 
apn & « 
C2 RF = SA Py Pere 
iaakos. 
ps Ia Baie eae 3 + 
; rs ale ail ee 


. 3 ae F 
5 Cs 
S a ‘ x 
ak kg : 
. 4 e 0% F R 
W ST, ee ees 3 ‘ : 
‘ a 
r’ r 
oly Ga hh 
oP ea 


kKeworrison 

C+3 

2 ~ 4927 = 

2 There chould only definitely and with usefulness 
take his reproduction value of the direct assets? 

A That is correct. 

Q And then they might have to depart from his method 
then, and take either yours or Mr. Maw's method of 
ascertaining the value of the indirect assets, and 
adding that? 

A That is possible if the Commission saw any inconsis- 
tency in the evidence, that is all. You will notice 
in the last portion he says that does include the 
utilities. 

He says he did take into account the utilities?? 
Yes, and if that is the last word, then that is the 
value of the utilities to take into consideration; 
something which had been considered previously, the 
Commission will certainly have to consider that 
problem by that evidence. 

Q THE CHAIRUAN: Supposing we make up our minds 
about that, all right? 

A Then there is no difficulty whatever. 

Q From then on it is simply a matter of the annual op- 
erating expense? 

A Yes. 

Q And they will have to choose between your method and 
Lire Miaw's method? 

A Yes, that is correct, I do not think iir. Hill, he is 
merely quoting insofar as operating expenses. figures 
supplied to him by Messrs. Frice, Waterhouse and 
Company. | 

Q MAJOR LIPSETT: Mre Morrison, < cannot remember at 


the moment, does that figure of $1,700,000, does that 
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not include the capital, working capital? 

A Yes, Very true it does but that would not effect the 
figure of 185,000 or the 186,000, which we have been 
using as round figures. 

Q If he puts in that working capital at. around , 80,000 
Ls the figure he puts it in at? 

4 Yese 

Q He puts it in between 78 thousand and--+ 
No sir, that is not working capital, what he Suggests 
there is, page 1é on the report is working capital of 
80,000, which in the May report was 35,000. 


Q Or 50,000? 

A 45,000 I think. 

Q The paragraphs at the head of page 14 of his report? 

A Page 14, yes. 

Q That deals with some spare parts? 

A Yes, that if the working capital. 

Q And then he brings that total up to 80,00C? 

A That is correct, that is working capital now. 

Q And then the value of the utilities? 

A Is over and above that. 

Q Is 70 or JO thousand, he took that at 70 or 80 thousand? 
A That is in his evidence, that is not in his report. 

Q Yes, but what I was rather getting at, does it not make 


it clear that everything was included in the 1,700,000? 
A Oh yes, I would say ent everything is included; that 
figure certainly cannot be increased by any amount but 
there is the possibility that it might be decreased. 
Q Yes, the two sums of around 80,000 would approximately 


Peo: Lo up 
A No, the 80 thousand dollars of working capital can be 
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ignored from this discussion because you will still 
have the same difference of 185 thougana dollars, 
whether you use 1,620,000, which is the 1,700 ,000 
less the 80,000 and compare that with the direct ase 
sets of 1,434,000, you will still get $185,000 as 
representing the utility valucs and the only question 
that comes in is as to whether or not that utility 
valuation should be $186,000 or between 80 ana 90 
thousand or 70 and 80 thousand? 

0) That is right, Mr. Morrison, because the working 
capital is included in the statement on page 12? 


4 That is correct. 


MAJOR LIPSETT: IE see. 

Q MR. FRAWLLY: Well now, ir. Morrison, would you-=- 
THE CHAIRMAN: Mir. Cottle, are you satisfied? 
MR. COTTLE: Yes, I am quite satisfied, sir, 


The difficulty is one as I see it for the decision of 
the Commission. 

TH CHA IRwAL: Quite. 

ike COTTLE: Whether ire Hill's will be accepted 
oi GOs Or uo, part « 

THE CHAIRMAN: Yes, I mean granting that we can 
make a decision, you will experience no difficulty in 


making the calculations on the evidence which is in. 


MRe COTTLE: Yes, quite. 
THE CHAIR AN: All right, Mr. Frawley. 
Q MR. FRAWLAY: Now lire iorrison, are those the 


only additional statements you want to ge a Ry’ 


2 Those were the only two additional statenents I was 


remired to fils. 
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Q We have then brought out all we want fram those 


statements I think for the moment? 


MAJOR LIPSET?: fere you not going to give us a 
figure? 
q MiRe FRAWLEY: True, we have not finished, that 


is true, we go to 205 then and just put bigeme on the 

record what the rate would be, your suggested 

rate. would be as of the 3lst of Decenber, 1938? 

A Yes. 

é Using the company's own book. and taking your suggested 
rate of return nf 84%? 

A Yes, now under that heading of company's books, reference 
to the depreciation in the company's books, it must be 
understood at all times that the distribution of in- 
direct expenses are our method of any distribution of 
indirect expenses, not those of the company, will be, 
as per the company books, relates only to the matter of 
depreciation. 

Q MR. NOLAN: That was made clear in an earlier 
statenent? 

A Yes it was but I thought I would mention it so there 
would be no misunderstanding. 

Q MR» FRAWLEY: The master of depreciation should 
be added to that expression""Company'’s books basis"? 

A Yes. 

Q And that means this 10% ineo:ie tax basis? 

That is correct. Now on Exhidit "205", on the basis 
of a return of 83% and amortizing the assets over the 
basis as used by the company, the rate would be 7.161 
cents per barrel and on the basis of a 10% return the 


rate in cents per barrel would be 7.436 cents, and on 
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the basis of a 20% return, which is shown on page 
é of the same Exhibit, the rate would be 9.465 cents 
per barrel. 


Q Yes, all right, now by way of reply--~ 


WRe NOLAN: By way of what? 

WR. FRAWLEY: By way of reply. 

MR. NOLAN : To what? 

WR« FRAWLEY: To the evidence already put in, 


have you any objections? 

MR. NOLAN: I certainly have. ‘Jell now ir. 
Chairman, do I understand that this witness is going 

to be given the right of reply to the evidence which 
has already been put in in this case? You see what 

has happened is this, a great deal of evidence has 
been given by Mr. Morrison, who I understand is the 
accountant put forward by Commission Counsel to ase 

Bit the Commission , and he was cross-examined to 
some extent on that. Then the Price, Waterhouse 
evidence, if I may call it that, was led, and there 
was @ very lengthy cross-examination on that, so that 
in the results the Commission has got clearly before 

it the two different bases upon which these two various 
accounting firms have proceeded and it has been 

brought clearly to their attention that one differs 
from the other and the particular respests in which 
they differ. Now that being so and this being a 

Royal Commission and evidence being led only for 

the information of the Commission, to what is there to 
reply. All this evidence goes in, it does not matter 
to my learned friend, wir. Frawley, what the character 


of it is, it does not matter whether it is in accord= 
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ance with his views in the case, because he has not 
got any views, his only duty is to bring before this 
Commission certain information. Well now sir, if 

Mr. 6 esi eon is going to be permitted to sum up this 
accounting evidence, as I suppose he intends doing, 

if these markedvolumes are any Iindigabion; then what 
they are doing in fact is putting in an argument on 
the accounting end, as part of the record in the case, 
New then, sir, what would happen anywhere else, in any 
court I mean, is that full time would be given to 
argument, Counsel for the Commission and anybody else 
could get up and say what they think about these 
various bases upon which the accountants have gone but 
it does seem to me that it is not right to permit Mr. 
Morrison, by way of reply, to come in now and make his 
observations on the evidence that has gone before. 

I can put it quite simply, what right has iir.e Morrison 
to reply to cnybody else? He has the right to go into 
the witness box and give his evidence, and so have we, 
ard after it has been given, that is the way it should 
be left and the Commission is then left with the dec- 
isdon of deciding for itself which of those views is 
going to be used because, Sir, if re Morrison is 
going to do this, and sum up the eviaence and tt is 
thst tink he is doing, ia dt not? 

wke FRAWLEY: No, No-« 

MR. NOLAN: vell what is he doing? 

THI CHATHMAN: I think, ur. Nolan, whether it be 
by way of reply or not, that is the name given to it, 
that if hire Morrison can add to the sum total of our 


information on these accounting questions by adding to 
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his own evidence or criticising the evidence given 
by Price Waterhouse and Company, we want to hear it 
and if Lir. Naw has something more to add we want to 
hear it too, 1 mean we are not running it as we 


would attempt to run it if is were a piece of liti- 


gation. 
iuRe NOLAN: No, quite so. 
THE CHA Iki. AN: Where the plaintiff opens and 


the plaintiff repliss but if either counsel has any~ 
thing which will help us, we want to hear it and we 

do not care whether it is termed a "reply" or what. 

ZI am assuming that counsel for the Commission feels 
that something new may be said by Mr. Morrison that 
may help us and equally if you think something new 
would be said by Hr. Maw, we will hear it. We do not 
want to feel that anyboac’ is cut off, or by reasons of 
any strict rules or order, we are not hearing all we 


might. 


(Go to number 4934) 


ee 
tear rN Re 
rad 8 a 


‘ae . 
: 


f, Bane 


va a ‘ an | 
isi we ar, ips rr 
i 1 7 1 vi . 
LV i A Vea Be 
rid) ie 


ore. 


-4934- 
K. Morrison, 


MR, NOLAN: | But I have got to be careful 
that argument is not put in in the way of evidence in 
the case, because there is a time and place for that. 
THE CHAT RMAN: I do not want that to be 
misunderstood either, if Mr. Maw has s.me criticism 
to make, we want to hear it. That is to say, whether 
it be called argument or not, reasons why we shoulda not 
accept some part of the aecounting evidence. If either 
accountant has reasons why we should not accept the 
evidence of the other we want to hear it. 
MR. NOLAN: | Have we not heard all that? 
MR. FRAWLEY: We have heard Mr. Maw on 
Mr. Morrison but we have not heard Mr. Morrison on 
Mr. Maw, except in cross-examinati on . 
MR. NOLAN: And that is where it is always 
done. If my friend wants to demonstrate the mistake 
in any Of the Price, Waterhouse methods, his opportunity 
was given to him to do that when the witnesses were in 
the box enunciating the principles they used. 
MR. FRAWLEY: Anad it is just a change 
of who started out first. 
THE CHATRMaN: We will hear Mr. Maw again too, 
We are not hearing argument. We are not treating 
this as being a matter of science, but rather that 
we want to hear everything that can be said by anyone, 
no matter who it is, that may help us. 

Q MR. FRAWLEY: Mr. Morrison, dealing first 
with the matter of the build-up of the rate-base. 
Will you please make such observations as you have to 


make by way off criticism, on whet has been said by 
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Price, Waterhouse accountants of your report or that 
you desire critically to say of their repat on your 
own account. 

MR. NOLAN: | That is for my friend to do 
in argument. I do not want to be objectionable. I 
have tried every day all through this trying proceeding 
f be helpful. Hvidence has gone in here which has 
shocked the Commission from their knowledge of the laws 
of evidence. But nobody objects to that sort of thine, 
because we want the infomation. We have let it in 

in the form of newspapers or in other forms of publica- 
tion. 

THE CHAT RMN : Mr. ian we feel this way 
about it, that counsel probably will not be any more 
competent than the Commission to make all the critical 
observations that may be made of any accountant's evidence. 
Now, mecisely the same opportunity will be afforded 

Mr. Maw. If there be any advantage in coming last he 
will have it, if you want to put him back in. We are 

not going to shut out anybody who cam intelligently 

talk about these figutes. They are going to be difficult 
enough to deal with anyway, if we hear everything We can 
hear. 

MR. FRaL iy: Now, I was dealing first 
with the serch cleantts of the rate-base. «shat have you got 

to say? 

I would like to explain and I do not wish to repeat 
unduly, because I appreciate very much that all of these 
matters have been discussed and 1 will endeavour t be 

as brief as possible - but I would like to point out 


that in a rate case we have a rate-base for the purpose 
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of determining what amount of investment must be given 
back to the canpany over a period of time. Different 
expressions have been used as to what that means. 
These expressions have been amortization or depreciation. 
For the purposes of this case there is no difference 
as between the two expressions. They suggest that the 
company are entitled to receive back their investment 
over a period of time. Quite an amount of contusion 
in this case has arisen because in that rate-base that 
both Messrs. Price, ‘laterhouse and ourselves have usd 
a combination of assets, ramely, direct assets and 
indirect assets. Now, it might have been simpler to 
have only included in the rate-base the direct assets 
of this pipeline division and to regard the other 
portion of the assets, namely, .the utitilities assets 
anadiservice units, on the basis of a rental..charge, 
Sr eochove@e for the use.of those. assets. . The result, 
in my opinion, would have heen precisely the same as it 
is.now, orovidicg, of course, that basis of arrivigg 
at that charge was the same as either company have 
used. Now, with respect to the direct assets..... 
Q THE CHAI RMAN: You say on a rental basis 
you think the same result would be arrived at? 
& Providing, sir, that the same method of arriving at 
that rental charge was used. 
Quite so? 
A Theat is correct. If that had beem done then we would..... 
Theat is to say, that you and ur. Maw would each have 
come to approximately the same result if you had each 


proceeded in your own way? 
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That. is) true. 

Q Yes? 

Now, if that had bcen dme, sir, I think probably the 
confusion of endeavouring to ascertain what amount of 
money Was invested in those indirect assets, namely, 
the utilities ahd service units from time to time, 
would have been avoided. Because these utilities 
assets were not purchased by the pipeline division or 
any other department of the Royalite Company. They 
were purchased by the company as a whole. Therefore, 
it is not possible t) say what portion belongs to any 
one department in respect of the capital investment in 
it. However, we had to arrive at 4a charge to the 
Pipeline department for the use of those services and 
we took the method of including it in the rate-base 
and thereby getting what is the equivalent of the 
rental or a service charge. I would like to go back 
to the direct assets and point out, as has already 
Peen,cai din evidence, ---- 

THE CHAI RMAN : Let me see if I umerstand 
that.) mou eay it is included in .the, rate-bage7 

A Yes. | 

Q in lieu of a rental charge? 

A Phat. use true, 

Q If the company were put on the basis of paying & rental 
for these so-called indirect assets then that would be 
an operating cost? 

Yes. 


“How would that affect the rate? 


It would include, rather than by way of something that is 
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ascertained by the rate-base, it would include an 

item under the heading of rental or service charge 

for utility units. But te effect on the cost would 

be precisely the same. The effect on the cost of 
producing a barrel of oil would be Sceovie the same, 
Now, take any rate you like, 10% or anything you’ like? 
Yes. 

Or rather 10 cents? 

Yes. 

10 cents a barrel, we will say? 

Tes. 

Or any other figure. Then you put them on a rental basis. - 
What does it do to that 10 cents? 

Tt would be included in that 10 cents. 

If it were 10 cents on this basis it would be 10 cents 
on 4 rental basis? 

That is correct. 

It would not change that? ; 

It would not change that 10 cents. It might have been 
more plain from the point of view of the Commission to 
have eliminated from the rate-base as such these utility 
assets and put them on a straight rental basis. Butl 
must add there that we would have to go through practically 
the same motions to arrive at that rental basis. 

Anda before arriving at your rental basis you would have 
to take into account what each departmant of this 
Royalite Company had contributed to the acquisition of 
those assets, 1 suppose? 

Well, that would not be the se thod. 


to determine what this rental should be? 


No, I suggest that is not possible to ascertain, because 
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these assets are not built by any department or are 
not contributed to the acquisitiion of by any dcpartment. 
They are built by the management of the company as 
being a necessary part of their whole system. 

Q@ Yes? | 
And then they alloeate to the different departments an 
amount based upon the service that those utilities 
render to those departments. 

Q What want to get clear is if I am going to pay a 


rental to-day for the use of anything you care to think 


OL? 
A Yes. 
Q L am going to pay a different rental if you own it than 


LT would if 1 owned it. If you and I put up the money 
to buy a machine and I want to rent it for myself? 

A Yes. 

& I am going to pay a different rental, surely, than if 
you alone paid for the machine? 

ae I would not tmink so. I think you should pay the same 
rental. The two of you have a venture in which you 
have built certain assets. If you as an individual 
wish to use those assets you would pay just the same 
rental as anybody else would, It is a sep@rate venture. 

Q I think, strictly speaking, that is right. But I 
would be getting back some portion of thaf rental which 


was paid to Morrison and MacGillivray? 


A Yes. 

Q How do we deal with that here? 

A Well, we are regarding etnias : 

ro You are surely not going to eliminste from your considera- 


tion the fact that the pipeline earnings as much as any 
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other earnings provided the funds for the acquisition 
of these assets? 

Yes, d. would, tsirs I would not be .governed in any sense 
by the fact that the money which built these assets 
might have eae from the pipeline department. 

Supposing this pipeline department was severed? 

Yes. 

Why should it not own all the assets and let the 
Royalite rent from it, on your theory? 

Because there is nathing to suggest, sir, that they own 
them now, these utility assets 1 am speaking of now. 

in fact, the same might be held to be true of the 
direct assets of this division, that we cannot identify 
the dollars that this division earned from year to year. 


They might have been all paid out in dividends insofar 


as those particular dollars. It is not po sible ta 


identify the dollars that were earned. iG oust regard 
the acquisition of these assets as a function of the 
compony as a whole. 

Yes? I am contemplating severance just for the 
purpose of getting information? 

Very true. 

Whether we ever revommend that or not I do not know 
but I am just discussing it with you? 

O84) SAM oe: 

Supposing there is complete severance. We know that 
the moneys with which all of these assets have been 
bought were the moneys of the Royalite Company, of 
which the pipeline is a department? 


Yes. 


and there is a severance. ‘hat is going to become of 
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those assets? 

I would say that the direct assets of the pipeline depart- 
ment could be handled quite simply because they are 
Only applicable to THe py petine department. Therefore, 
they can be severed without any question. The other 
assets belong to all of a rine te departnents. That 
is to say, when I say thelonee tiey are of service to 
ali -or the other departm.nts. 

Yes? 

Now, the pipeline departmant have no proprietary interest 
in those as such. It is merely an investment of the 
company as a whole. 

Yes? 

For the use of its various departments. bu, 

4nd that is true of all other departments? 

That is true of all other departments. Now, if the 
pipeline department wished to use the services of those 
assets they will have to make an arrangement with the 
Royalite Oil Company,Limited. 

“You say that although, perhaps, all the moneys that 
bought those assets came from the pipeline they have 


got to mrke the same arrangement as a stranger would? 


Yes, sir. 


all right. That is the view I wanted to explore. Do 
you mind telling me why. Here is a p-rtnership. 

One mrtner drops out. I mean assuming a partnerwhip? 
Yes, sir, I follow your illustration. 

One partner drops out. ‘there are lots of assets which 
he could use as an individual thereafter? 


Yes. 


And the old partnership can also use? 
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A Right, 


a) 


Umey are both going to use then? 


Yes. 


b 


if the partnership keeps them it has got to buy the 


& 


interest which the partner has who is leaving in 
Those assets. It has got to pay. cadh At ities oie 
to keep them before they could collect a rental or 
there has ta be a partition or a winding-up, as the 
case may be? 

A Yes, 

& Now, what you propound, as I understand it, in effect 
none of these th:ngs would came to pass. The assets 
would not only belong to the remaining partner but the 
individual would be renting them as an outsider would. 
Tet Would mot be fair in that case? 

oA PeComiote tara LTt-would be sossible, sir, © Raver ase,- 
aration of that kind because all the moneys that 
went into these utility assets was from all of the 
departments. There is no method I know of that can say 
with any accuracy what contributions were made by any 
department. 

Q That is right. 

Now, there is no method that I know of that can say to | 
the partner who is going out "You have so much invested 
in these utility assets. Therefore, you are entitled 
to have credit for that amount." 

Q Therefore, the only way it can be worked out is by 
Winding up? 

A Very true. 


There would be noth ne but Winding up in this case because 
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geen assets were surchased by the compeny as a whole? 
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MR. FRAWLBY: ; If it was a partnership 
the Court could order a partition and the accounts 
could be taken and the intwrests of the various 
partners determined, if there were three or four or 
five partners? 

A But that division would not be made on the assets but 
on the respective capital PEE EV eh an entirely 

different: situation. In a partnership the measure of 
interest is not based on the assets that are there but . 
on the capital that is invested by the various partners. 
in other words, if you hid 50-50 pereent, you would 
get 50% of the assets. 

Q THE CHAIRMAN : Ags I understand you, - and 
I think Mr. Nolan, perhaps, will withdraw any objection 
he might have had to your evidence, - as I understand 
you noW you say if this mmpany were severed, this 
pipeline department were severed, the rent that it pays 
should in no wise reflect any money flowing from that 
department into the coffers of the company. It would 
retain all the assets and charge a rental comparable 
to the work done, which @ stranger would pay? 

A That is correct. I do not know if I have given 
you @ny other impression at any time in my evidence. 
When you said "You now understand" I wondered if there 
was any thought in your mind that I expressed myself 
differently? 

S) No. I might have had the opinion in my mind that 
something else was proper and I may Still think so, 
but 1 want to know that I understand you. 

G MR. FRAWLEY: in arriving at the annual 


rental which the Royalite pipeline company waild pay 
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sree) the Royalite Gil Company? 


iA Yes. 
a What would be the basis of payment of the rental charge? 
a Well that, of course, is where We find great difficulty. 


The basis that we have used is our labour ratio basis. 

Q I know, but it would be primarily for the purnose of 
giving an appropriate return to the owning company, 
in this case the rest of the Royalite Company, would it 
not? 

A Yes. It;would include that as one of the items of 
Sxveree. I Other Words... <4. 

ky And that rate of retum would be calculated only on 
the severed property, the severed assets? 

A Wery true, on the utility ascets, that is correct. 

Q ip aoeer ec ollvssvered, direct and, indirect: =the 
Gireet, youvsecy, is the only thing that could be severed, 

A wells you ore speaking now of rental charges for 
utility assets by the Royalite Oil Company as against 
the pipeline compeny which would be severed? 

q Yes? 

A There would have to he some arrangement made whereby 
a rate was determined which would represent a fair and 
equitable charge against the pipeline department for 
the use of the utility. 

@ And then your rate-base, at page 2 of your Lxhihit 
"get would have to be, just ta be quite concrete 


about it, look at page « of your’ =xhidi f “Sew 


A Yes. 
Q For the nine months to September 30th, 19358? 
& Yes. 
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Yes. $897,000.00. You are.looking at page 2 on the 
first basis there of five years. ) | 
No, for the nine months' basis? 
Yos, at the end of noge 2, Mr. Frawley, at the righthend 
side. | 
Yes? 
897,000.00. 
g897,000 .00? 
448.07. 

448 
Yes, $897,000.07. Now, if we were approaching it from 
the basis of only allocating to the oipeline division 
the ownership of direct assets? 
That amount would be reduced..... 
Would be reduced, yes? 
By the amount that is now included in there for indirect 
assets, and there would be a charge in the direct operating 
costs of a similar amount to replace the amount that 
Was taken out of the rate-bése. 
This $128,401.48, being the total of the direct operating 
costs? 
That is correct. 
For that neriod, would be increased by the amount of 
some annual rental charge? 


Yes. 


which would be paid by this pipeline division to the 


Royalite Oil Company Limited’ 


maeh iS “correct. But it would make no difference in the 


cost of 8.417 cents per barrel in the final analysis. 


as 


assuming, of course, that we would arrive at the same 
rental that we have arrived at in including it in the 


rate-base.. It is merely a different method of arriving 
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at the same thing. 

There would be a payment first of the pipeline division 
to the Royalite Oil Company? 

Yes. 

and they would get that naymcnt back from the users 

of the line in the rate per barrel? 

In the rate ver barrel, that is correct, 

Which they would charge? 

Yes. 

MR. CUMMISSICNAR PrP ovh so Mr.) Orrison, Aiaoysiy eee 
tions you trike the indirect assets on a canital value 
basis? 

wo, we take the indirect assets, sir, on the same labour 
ratio basis that we distributed the indirect exsenses, 
in other words, for the period ending 30th September, 
Bee peeneeecca af. egure of 18...::..f have not @ov the 
decimal figures. 

You take 18% of the capital? 

Yes. 

Then if you switeh toa rental basis you would fix 

the rental basis first of all on the whole capital, 

the rental on the whole capitil in the indirect assets 
and then you charge 18% of that rental value to the 
pipeline department? 

That would reslly have the sane effect. Or we would really 


do what we heve done now, we would take the totesl assets 


and fied out what 18% of those are and ten we would 
say ":e will depreciate these over certain scrtod ef 
time" and th:> would reoresant -n anual ch'rge for 
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amortization, being vart of the rental. Then in ad®1ition 


to that we will allow the co::pany 4 fair rate Of revign 
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on that amount’ and the sum of those two would be 
equivalent to the rental charge. 

What I mean is, whether you take it .s the capital value 
of the indirect assets or on the fair rental eel of 
all the indirect assets? 

Yes. | 

You take your percentage either capital on annual rental 
charge for the pipeline division? 

Yes. 

and vou arrive at the same figure? 

Yes. 

On either basis? 

Yes. 

THE CHalRMAN: I did not understand that. — 
I thought they were paying a rental as though they were 
using it exclusively? 

Oye ney is ir. 

They are only pvaying thet pation. You take a total 
rental, so to speak? 

Yes, and then divide that amongst the departments 
and this department would stand 18% of it. 

That clears up my difficulty? 

Yes, I am sorry, sir, if I have not made that clear. 
MR. FR:WLEY: | If there were any value, if 
the Commission felt that that would be a neater way 
Sra oPriving ab a rates 

Yes. 

Is there enough material here upon Which Mr. Cottle, 


if he were asked, either using your method or Mr. Maw's 


method,of working out an annual rental charge? 


tes. oir These statements are reduced to a summarized 
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form. The working papers at the back of them are either 
available from our office or fram “r. Mawts, whichever 
method would be recommended by the Commission. 

Because Mr.Cottle would have to Pakerout. of) biter. es 
Yes, these have only been summerized to avoid put ane 
in more schedules than we have now, 

AR. COM IS.IO°cR LIVS2T7: The result would be exactly 
the sane? 

uxactly the same, yes, sir. 

MR. FRadwLY: This question arose in your 
meriores Comment | On Ghee. ws eis oe 

First on the rate-hase. 

Yes? 

I want to mow deal very briefly with the..... 

THE CHALRWAN: There is no suggestion that 
in order to get the result he would have to look at 
the working papers, is there? we are not going te 

look at working papers that are not in evidence? 

The only reason for that is that we use the total net 
investment merely to simplify the presentation of 

the statement. But that nct investment is made up 

of direct assets and indirect assets. “ow, Mr. 
Cot*le would heve to know that amount of indirect 
assets and these have not been shown separstely on 

our statements. But certainly the total figure which 
is there and which has been in evidence can be recon- 
eciled with the working papers Whioh would be necessary 
to give him the break-down of that. 

“a FR.WwLEY : What that really means is, 


so that Mr. Cottle will only be, as he must only be, 
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working with material which is in evidence, Lt really 
would require that you should tender to the Commission 
IR (oly “gd ce <i ais @ 9a en a 

The whole of these files? 

The working papers behind your resort No. 88, If it 
ees to that that can be done. They can be left with 
the Commission and looked at by Mr. Cottle. I am only 
anxious there should be every possible avenue apen to 
the Commission to apnro.ch this mtter. 

THs CHAT RMAN: So ami. But we are not 
going ® approach anything on working pspers which have 
Nor Ceen uy in evidence foxy everybody to see, But 

I do not »vropose to denrive ourselves of any basis of 
arriving @t any conelusion. 

MRy FRALEY : Then let us put in the 
working papers. I do not sunyose Mr. Maw or Mr. Nolan 
will want to look at them. 

after all, these are only a portion of my working papers. 
we have another equally large number of files at the 
office which are behind that. 

There is within some limits a stack of working papers 
which ean be filed? 

Yes. 

“orking papers behind your report? 

That is true. 

You had better get them at the noon hour? 

I would suggest they would all have to be indexed. I1 
is quite unusual for wrking Dapers to be presented. 
THE CHAIRMAN : You say (you een ae 


result, 18% is what you say? 


faking the figure I have arrived at, yes, sir. 
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Q Wevere NOU asking Mr, -Cottle . to Verily “hat wie 
accept the evidence. If you grant that 18%, or whate- 
ever percent Mr. Maw may say, do you need any working 
papers? 

A i merely made that explanation, sir, in order to clear 
up What appeared to be a very contentious matter. Now, 
i do not think there is any necessity for breaking it 
up any further but if the Commission felt there was a 
necessity of showing it in a different manner then 
they would have to get the working papers in order to 
get some other material. 

Q Supposing the Comission wanted to say with regard to 
this whole thing, we are going to take the replacement 
value. wWe are going to say the indirect assets should 
Pe vou. venta l basis? 

A If you say thst then you have to have more material. 
MR. PRAJLEY: Not more materiel. You have 
to have the material you use? 

A Yas. | 

Q T:ke the first problem, net investment $897,448.07. 
aS I understand it, the first thine Mr. Cottle would have 
ty) do would be to subtract from that a figure, which is 


available in your working papers? 


A Yes. 

Q Being a proportion of the indirect assets? 
A Thet is correct 

g Th:t eliminates that? 

A Yes. 


Q And build that back in by way of a rental charge? 
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about getting in a lot of the working papers, surely 
there is some break-down could be made of one figure 
or two or three? 

A Yes, © Again it comes back to the other suggestion 
that was made about the other statements, sir. 
if, for instance, the Commission will say "Now you can 
use a certain t lifetime, you can take a certain rate," 
then we could make a statement which will treak it UD 
for that particular period. But apart from that we 
would need to put in all of the working papers relative 
tO all of these things. 
MR. FRawLiy : It seems to me from the 
standpoint of the Commission they will have to arrive 
at some cOnclusion. Then it might anneal to them that 
the neatest way of including them in their recommenda- 
tions Would be as an annual rental? 

A Yes. 
Rather than a rate of return on some portion of the 
indirect assets. Now, you say it arrives at the same 
position? 

A Surely. The method of doing it may appeal to the 
Commission more than the method of dealing with it 
that you have? 

A Tes. 
| THS CHAIRMAN : 1 think, subject to what may 
be said to the contrary, we will teke the evidence, 


seeing that the result is the same. Mr. Maw may heave 


something to say about that. If the result is the 


same, all right. But there seems something wrong to 


me in taking a trunkful of woking papers and saying 


they are an ixhibit that nobody knows anything about, 
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that we cannot examine and cannot go into wit 
spending years on it. 

MR. FRawWLiy : . It does not appeal to me, sir. 
But 1 thought if that were required we would have to 
do its 

THe CHaIRMA:!: Perhaps, Mr. Nolan will 
tell us after the adjournment whether or not Mr. Maw 
is of the opinion that that statement is right and 
that you oome to the same result, that is, Mr. xaw 
would come to his result and Mr. Morrison would come 

to his resutt and they would both be the same result 
Which they have come. , 

MR. NOLAN: I am instructed to s*y now 
iy Our Opinion the result would be the same. 

TH. CGHALRES: Then we ean let the questim 
of Working pepers gov 


(At this stage the Hearing was adjourned until 2:00 p. m.) 
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THE CHAIRMAN: You are now taking 18% ag thé 
proper rental basis and it was agreed between you, 
and Mr. Maw that it would work out the same on the 
basis that each is taking. 

GR. NOLAN: Yes, we were just picking up the 
threads. 


(Examination of Mr. iworrison continued by Mr. Frawley) 


MR. FRAWLEY: Now you have a statement showing 
the break-down of this net capital investment? 

Of the capital investment, it was pointed out, sir, 
in the statement, which we have submitted as Exhibits, 
there were no breakdowns of the capital investment 
that we have used as at September JO0th, 1938; during 
the lunch hour Il have prepared a statement showing that 
break=do whe 

The break=down of $897,448 .107? 

Yes, now I went to--~- 

THE CHAIRMAN: Found on page? 

nike FRAWLEY: Found on page 2 of Mr. Morrison's 
report, ixhibit "88". 

I want to point out, ir. Frawley, that that figure you 
just quoted of $897,448.07 as shown there is the net 


investment using the basis of depreciation 5 years. 


The t is right? 


Now that figure is the gross figure ofy! ,331,188.61 


which you will not have on that statement, less the 


depreciation of $433,740.54. Now it is a gross figure 


of $1,531,188.61 that I have broken down and that is 
the figure that ir. Cottle will require in his cal- 


culations. 
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Q Zt is entitled "Summary of Assets, Gross Value for 
purposes of Return on Investments as at 30th September, 
19384, now you call my attention to the fact that that 
is using a depreciation of 5 years from lat January, 
1939 ¢ 

A The figure which you have quoted, ir. Frawley, of 
§897,488.07 is the resultant figure after depreciation 
on a five year basis has been dsducted. 

Q But the statement though, the new statement, the Exhibit, 
Showing the break-down of $1,331,188.61 can be used to 
apply to all of the periods? 

A That is correct. 

Q ~L was hoping you would have that? 

A That is it exactly. 


(DOCURENT PRODUCED AND MARKED 
Ap Uy TELE V206") 


a MAJOR LIPSHETT: That figure, Mr. Morrison, ie aii 
only apply, on the depreciation on the 5 year basis? 

A No, the $1,381,188.61 is a gross figure, sir. 

Q aiRe FRE WLEY: Et applies to all? 
It applies to all, any number of periois. I think for 
the purposes of the ecord I will put on the record, 
I was unable to prepare a statement Desause of there 
not being time available bus I think we should put on 
the record, the figures which will line up with Exhibit 
"88". so that Mr. Cottle can use them at a later time 
if necessary. | 

Q And could that be gotten ov%s between the afternoon and 


this evening, the adjournment between the afternoon 


and the evening session? 


A I have the figures and I am going to ~ead them into the 


record. Now if you will refer to Exhibit "88", page 2, 
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Which lire Frawley. just qucted, so that we oan 

follow the figures, the net asset value on the basis 

of 5 years, amounting to $897,448.09 is made up of 

gross assets of $1,531,188.61 as shown by Exhibit M2060), 
and by the way, that figure is commen to all of the 
periods, less depreciaticn of $443,740.54, on the same 
dixhibit "88", page 2, on the ten year basis, the net 
asset is shown at $1,025,957.63, and that again is the 
figure of $1,361,188.61, as shown by Bahibit NZ0GRy 

less depreciation cf §305,230.98; on page 3 ef Exhibit 
"88", on the fifteen year basis, the net investment is 
wl,091,998.17, which again is the figure of $1,331,188.61, 
as show by iixhibit "206", less depreciation of $229,190.44. 

Q LR. NOLAN: You did not give us the answer on the 
ten year period, tir. iorrison? 

A I beg your pardouw if I have not. 

Q Can you? 
wRe FRAVLEY: The answer is there at the bottom of 
our page, $1,025,957.66. 

MR. NOLAN: Oh yes, you did. 

A Now then cn the 20 year basis, which is found also on 
page 3, is ©1,133,300-64, is the same grand total figure 
of $1,331,188.61, less depreciation of S197 687. o On 
Popa tour of nxhibit "8s" on the basis of 25 years, the 
net figure is @1,161,570-74, which is the gross amount 
cf §1, 231,188.61, less depreciation of 4%169,6017.87; then 
on the 30 year basia, which is also shown on page 4, the 

| net figure is $1,182,447.08, which is the gv0ss figure 
of $1,331,188.61, less depreciation of $148,741.58. 
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morning, Hxhibit "204" I think it is, on the 19 year 
basis and I might aa well correlate those figures too, 
thet is Mxhibit "204" on page 1, at the bottan of the 
page it shows the gross investment of $1,331,188.61, 
which is the figure which I have quoted on Exhibit e206", 
less depreciation of $204,762.79, or a net investment of 
$1,126,425.82. Now in Exhibit "88", there was a further 
statement of the amount as shown by the books of the 
company and that is found on page 5 I think. 

Y38, page 5? 

A And the net figure there as shown is $965,637.97. Now 
this is a little bit different and it is somewmt ine 
volved but the gross direct assets amount to $1,056,718.10. 
Bhere is ea reserve for depreciation against those assets 
cf §246,1609.84 giving © net book value of $81C,548.76. 
Now then the indirect assets comprising the utilities and 
service stations, the gross value was 9992,603.97 against 
which there was a depreciation reserve of §688,613.65, 
giving a net book value of $305,690.62, that is of all 
the utility assets. Now in addition to that there is 
"Materials in store at Turner Valley" having a grosy 
value of $544,224.00. Now then the sum of the net aoe 
Re of the utility assets and the inventory of material 
1a $847,914.22, and of that emount we take 18.29067%, 
which gives up a figure of %155,089.21 and that added to 
the book value of the direct assets, which figure is 


$810,548.76, gives us the total shown on page 5 of Exhibit 


"gg" amounting to %965,637.97- Now just putting that last 


item on the same basis as the previous ones, it will give 


gross ascets of $1,337,759.305, with a reserve of $372,121.58 


and a net value as shown by Exnibit "88", page 6, of 
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$965,637.97. 

Now those figures I think will enable Mr. Cottle 
to ges the material he requires in respect of the break 
down of the capital assets. 
In that respect? 
Yes-e 
MR. FRAWLEY: I think I should mention now, Mr. 
Chairman, another difficulty which may present itself 
iu connection with the absence of the working papers. 
We have cleared this up I think but if at any time dur= 
ing the deliberation of the Commission you desire to 
have tire Cottle work out something for you, he has told 
me that there is enough material here, but he has alsa 
told me that it was not particularly present in his mind 
that he would be quite and effectively harred from looking a 
anything except tne bare report if it might be called 
that, of Mr- Morrison or of Mr. Maw, and that he would 
probably find it necessary to go in behind the figures 
appearing in their respective reports and look at the 
worcing papers for the purpose of answering the Com~ 
missions question. Now I think there is nothing insure 
mountable. I think it is just a matter of it being 
evidence or not evidence and it can be made evidence by 


Simply putting it on the table here. I do not think that 


anyone will want to look at it but it would be there for 


Mr. Cottle's purpcse if he should desire it. For Mr. 


Morrison's part that is available te be filed. Now if 


he will be permitted to look at it, without it being 


feted, all right. 
THE CHA TRMAN : | What are your views about that, Mr. 


Nolan? 
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MR. NOLAN: Well ir. Maw's working papers are 
also available to be filed. They are not here at the 


moment but we @ n gather them together. 


THE CHA TRAN : How do you feel about Mr. Frawley's 
Bug gestion? 
MR. NOLAN: I feel if Mir. Cottle wants to have 


them, by all means, and I am quite prepared to put them 
as conveniently as may be, to just put them in. 

THE CHA IRAN: We may require through lLir. Cottle, 
calculations, we are not going to do those. 

wk. NOLAN: No. 

THE CHALTRwA N: That is why we stipulated we 

should have an accountant associated with this Commission 
because if we attempted to do them, we would likely do 
them incorrectly, so we are not going to do them at all. 
All the findings will be made by us but I wart to be clear 
that Mr. Cottle has everything available that he may need 
to make our calculations when we have said this and that. 
BR. WOLAL: Do you want that as part of the record 
for the Commission? 

THE CHA Iius N: That is just what I was wondering about. 
I dislike having any part of the record used that has not 
been put in. 

MRe NOLAN: Let us put them in then but 1 am sorry 


that I have not mine here now, but I will, we will have 


to gather them together. 


THE CHATRwAN: There is nothing to that, if both 


Counsel thinks that a sensible thing te do as to putting 


them in at all. 


MRe FRAWLEY: You would not be long in sross- 
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examination On Mr. Morrison's working papers. 

ike NOLAN: dell it would depend upon my 
understanding of them, I woula probably be scme time 
but I am sure I will not be Cross-examining on them 
for that purpose. It is for Mr. Cottle's calculations. 
THs CHAIRMAN: Quite so. Now I wart to make it 
quite clear that Mr. Cottle is not performing any of 
our functions. in doing that. He is just doing some 
mathematical work. 

WR. WOLAN: If you care to give them a number , 
Mir. iiorrison's and mark them now, and give Mr. iaw's a 
nuaber, I will undertake to bring them here ag soon as 
we can get them together and put them into the custody 
of whatever person, in whose custody they should be. 
MR. FRAWLEY: ay J. interrupt before you say 
anything further, I was a little wrong, Mr. Morrison 


has not all his working papers here either. He would 


pave to gather them together. 


MRe MORRISON: No; LT have not got them all. 

WR. PLOTKINS: Mr. Chairman. before you say sme 
thing in regard to the remarks of lire Nolan, £ would 
like to make one remark in this respect. iir- Morrison 
has read us some figures into the record and I notice 
amongst one of the figures is the sum of some 7 or 8 


hundred thousand dollars for supplies in the warehouse. 


4 hundred and some odd thousand, 455,000. 


Re PLOTKINS: Yes, nov I am only mentioning that 


to show the Commission the difficulty in the accounting. 


The accountant s have used percentages and they have 


ascertained figures and they have assumed that certain 


fittings or certain valves are required and here is a 
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Gase where lir- iiorrisonr, as an accountant, has as-= 
sumed that the matter of $400,000 worth of pipes and 


fittings would be uniformly required for the arilling 


operations, as well as for the pipe line operations and 


it is quite obvious that such is not the fact, so that 
in applying tne pereenteoea an re will either 
be done to the public or to the company and there is 
the difficulty in dealing with all these matters in 
figures or percentages, that is all. 

THE CHA Ikis N: Well of course that is a subject of 
argument. 

Mr-e Chairman, I want to correct ir. Plotkins" statement, 
I am not assuming that these things are to be used uni~ 


formly between all departments, that is the reason for 


the percentages. The percentages take up that difference. 


In other words, there is 18% of that figure used as 
representing the necessary working capital which this 
compamy will require in that department and which ap- 
proximates %90,000, 90 some odd thousand dollars, com- 
pared with tir. Hill's estimates of ¢%80,000. 

wike PLOTKINSE, That is quite true but you do not go 
quite far enough, lr. lhiorrison. iir. Hill suggested a 
figure of (80,000 for cash and supplies. 

Theat is what I am suggesting. 


You are taking $80,000 as representing stock in the ware~ 


house? 


Might I read my report, ire Plotkins. 


I may be wrong but if so correct me. 


On Page 4 of uxhibit "48" I am dealing with certain matters 


in connection with it- 


mon addition to the foregoing assets which are ref= 
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erred to as the pipe line assets, there are assets, 
puch as fuel gas lines, water lines, boiler plant, 
electric plant, residential quarters and other like 
assets, *1€ details of which are ares shown in ace- 
companying statement which are all used to some ex 
tent in the operation of the pipe line system. The 
extent of the amount of the sundry assets which is 
applicable to the pipe line has been determined in the 
same manner as the amount of the indirect operating 
costs, Viz-, the labour ratio basis". 
Now this is the next sentence that I want to draw your 
attention to. 

"A similar proportion of the investment in sundry 
materials on hand has also been included, which amount 
is dcemeito include any necessary cash working capital". 

Q Yes, so that what you say, what you read into the record 


previously was gome 4 or 5 hundred thousand dollars as 


supplies? 
A AB being the total. 
Q Well give us the figures again. 
MR. NOLAN: IT have them, it is $544,224.00. 
Q MR- PLOTKINS: Does that include cash? 
A No. 
Q So that you have taken the figure of 18 «2%? 
A Yese 


Q Of 4544 thousand? 


A Theat is right 
Q And inoluded in the nesessary amount of capital or 


included in the capital that these calculations in- 


clude? 


A Yes. 
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Q Well now 18 «2% of $544 thousand is how much? 
Approximately $98,000. 

Q Yes, 98 thousand, well are you competent to tell us 
that the pipe line division requires that money, that 
much in value of fittings and pipes on hand, to take 
Gare of its operat ions? 

A I am not suggesting, lir. Plotkins. that they are and 
I thought this sentence that EI read to you would make 
t hat fairly clear. I say: 

"A similar proportion of the investment in sundry 
materials on hand has also been included, whitch 
amount is deemedto include any necessary cash 

working capital". 

which amount is deemedto include any necessary cash 
working capital. 

ek Bo that what you mean is the 90 thousand, does not only 
represent the portion of the supplies on hand but you 
have deemed it to include cash capital? 

A Exactly. In other words, that was the yardstick which I 
used to determine how much of loose materials and cash 


would be reqiired in addition to all these other things. 


(Gotto number 4963) 
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Q You have not included eny other cash? 
A No. 

q For working capital? 

4 No. 


VR. NOLAN: You were going to say some- 
thing, Sir, when I interrupted about what should be done 
about the working papers. 
THE CHAIRMAN: Yes. Well we have had some 
bother in making up our minds about that, because we do 
not wish to clutter up the record with a lot of material 
that has not been examined into with any particularity. 
But we see no way out under all of the circumstances 
and since Counsel do not object -I take it no one does 
object - that it appears desirable from Mr. Cottle's 
Standpotnt that we will mark Mr. Morrison's, sinee he 
is here, and has some of them here, we will make his 
working papers as gxhibit "207" and Mr. Maw's working 
papers when he produces them as ixhibit "d08". 


MR. MORRISON'S WORKING PAPERS ARG 
NOW MARKED AS #AHIBIT "207". 


THe CHAIR N: You will supplement what 
you have, Mr. Morrison, with whav you have not here? 
4 Yes Sir. 
THE CH&IRMAN: Mr. Nolan will file wz. 
Mav's working papers as ixhibit "206". 
MR. BAW'S WORKING PAPERS ARS NOW 
MARKED EXHIBIT "208". 


Q MR. FRALEY: Now then, that completes 


i i 
these observations of a general nature 


é Yes. 


> 


About the working papers? 
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A Yes. 

Q And you were proceeding to discuss, when you were 
interrupted the last time, direct pipe line assets. 

A Direct pipe line assets. “/e have deelt With the two 


classifications of assets, direct pipe line assets 
and indirect. 

TH CHAIRMAN: Before you start ina 
new phase, So that we may keep up, there was this 
question about the crude naphtha thet Mr. Nolan was 
either going to inform himself about, so as to make a 


statement or we were going to have Mr. iieLeod called or 


somebody. 

MR eNOLS&I: the amount that went through 
the line? 

TH: GHAIRMAN: Yes. 

MR. NOLAN : I find the figures, they 


are only roughly before me. 


TH CHALRMAN: That is the one that Mr. 


Coultis was to Work on‘ 


Mm. NOLAN: YeSe 
Tit GHAIRMAN: Aside from that there 


Was a question of whether or not your people would 

take the position with regard to absorption naphtha 

and erude naphtha that they took about erude oil, 
namely thet anybody could come and get it if they wanted 


to pay the price and so forth. 


ii POLAT: Ly moment, my Lord. 
foe COLAL: uxcuse me a » my 


likeHARVIL: May I make it clear, have 


you in mind not only crude naphtha but absorption 


plant naphtha. 


TH GHGIRMAN: I said absorption naphtha 
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and crude naphtha. I mean a position has been taken 

on crude oil by both these companies. 

Pie HarVisis bit ke Yes. 

THs CHEIRMAT: | And I would like to hear 
from him about these other tvo products. ‘:e hope this 

is the last day of this and we want to get in the tag 
endSe How are your list of shareholders coming along’ 
VR. HARVIE: I have something I will 
file on thet now, Mr. Chairmane I have already supplied 
the working papers to Ilr. Cottle that I was to supply. 
THS CHATRMAT: That is very goode Now 
Mr. Nolan, it may be you do not want to speak to this 
other matter at the moment. 
Me. NOL&E: I want to be clear about 
one thing. Is it that it is to be purchased at this 
Pwo rie pape line or in the Valley? 

iS CHA Lava Ns At either place. As l 
understood the position with respect to crude, there was 
no question at all but that the Imperial would here 

in Calgary deliver all the orude that anybody wanted, 
at the pipe line rate plus the charges that we have. 
mentioned. 
ME. NOLAN: Yes, 

TH CHAIRMAN: what about these naphtnas, 
either here or in the Velley, or both, if you ave willing 


to deliver at both places? 


LR. NCLAN: I would have to have some 


foie pheniie done now to see if I can get thet information. 


TH? CHAIRMAN: Just to save calling Mr. 


McLeod. <A statement from you would be more conerete and 


would be quite xs acceptable as calling a witness. 
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MR. FRALEY; Mr. Harvie and I have been 
making a joint attack on the British American 0411 Company 
to obtain some informationabout their Shareholders, and 
the information I have is more recent by two years than 
what Mr. Harvie has. They sent me this Just this morning. 


So I had better offer that for the record. 


THe CHAIRMAN; If it is acceptable to Lir. 
Harvie? 
Mi. HARVIus: Yes, I think so. The question 


is there are over 17,006 shareholders and it is quite a 
Job to abalyze, but I think thet is analyzed quite 
reasonably. 

Pe. PR Lay: This is the statement 
and this letter accompanied it. I think the letter 
Should go in too. 

THA CHAT AIT: Yes, as one ixhibit. 


LETTER AND STATEMANTS Aru NO”. BRK 


UR LELT M200 t, 
Mie PRAVLEY: It is a letter to myself 
from Mr. Bronsdon with two statements accompanying it. 
The letter is dated Toronto 14th February, 1959, and 
reeéds:- 
"Referring to your letters January loth and Februery 
lst. 
I am enclosing statement of the shareholaers of The 
British American Oil Company, Limited as at December 
1’th, 1937, showing, by Province or country, the 
number of shareholders anc shares hela. I shail 
not be able to let you hev: e similar list for 


Decembex 1938 in less than tro weeks." 


For the further purposes of the Gommission I think I will 
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ask Mr. Brnasdon to let us have the 1938 list. 
"You will of course appreciate that with share 
warrants it is impossible for us to know the 
ownership except at stated intervals when, for 
instance, an entire new set of warrants is issued. 
This was last done in 1935, and you have this 
information already on your file. 
In regard to the shares held by the chiéf officers 
and directors of the Company, I enclose list of 
their registered holdings as at December 17th, 
1938. In addition to these they may hold share 
warrants, but I have not been able to contact them 
to ascertein their present status, in view of their 
absence in various parts of the country ~- Mr. Suhr 
being in Arizona, Mr. licSweeney in Palm Beach and 
others at distant points. I would say however that 
the holdings would be substantially the same as 
the list enclosed in my letter to you of July srd, 
1935." 

That would seem to require that I put in evidence the 

letter of the 4rd of July, 1935. But I had better 

complete ixhibit "209" and reed the two statSmsnts. 

The first statement is The British Ametican Oil 

Company Limited, Classification of Shareholders as 

at December 17th, 1937. New Brunswick lz6 shareholders, 

shares held 7,257; Prince sdward Island 14 shareholders, 

Shares held 646; Nova Scotia 192 shareholders, shares 


held 8,386; Guebec 920 shareholders, shares held 103,481; 


Alberta 429 shareholders, shares held 25,505; caskatchewan 


611 shareholders, shares held 35,277; Manitoba 952 share- 


holders, shares held 93,418; British Columbia 514 share- 
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holders, shares held 35,6573 United States 244 share- 
holders, shares held 197,217; Foreign 8 shareholders, 
Shares held 645; Newfcundland 9 shareholders, shares 

held ZeOss britiah 124 shareholders, shares held 26,770; 
Ontario 6,42c shareholders, shares held 907,797. & 

total number of shareholders of 10,447 and shares hel4 
1,440,146. Share Varrants 1,182,506 shares, making tetal 
Shares of 2,622,642. Then the next statement is a 
statement showing the Registered Share Holdings of 


Directors as at December 17th, 1938. 


"Director's Name Registered 
Shares Held. 
Ge We. Allan, K.C. Winnipeg, Man. iL 
Hon. (0.P.Beaubien Montreal, QUO» 3,400 
A. Le &l1isworth Toronto, Ont. 26,919 
Fe. A. Gaby Toronto, Onte 70 
H. McSweensy Atlantic City, WJ. 76,0345 
es Ge. Miller Toronto, Ont. Ly 7o0. 
de Ye Murdoch, K.C. Toronto, Onte 24100 
&. B. Purvis Montreal, Que. 100 
G. Le Suhr O11 City, Pa. 5,334 
G. A. Dobbie Galt, Ont. 500" 


Then in July, 1935, Mr. Bronsdon wrote me this letter. 


Toronto, July 3rd, 1935. 


" Referring further to your letter of June 10th. 
I attech a statement of shareholders recently 
prepared showing their domicile by Provinee or country, 


from which you will note that the shares of this 


Gompany are widely held and mainly in small quantities. 


Wot since 1930 heve we had an accurate check on the 


holders of vur share warrents, but in March this year, 
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"when it was necessary to issue a new supply of 
coupons, ve took steps to ascertain where the 
bearer share warrants were held. With the 
exception of 235,735 shares, which at the time of 
writing, have not been turned in, we have been 
able to secure this information. 

In regard to the shares held by the chief 
officers and directors of the company, I attach 


statement of their holdings." 


and accompanying that letter were two statements which 
I shall be glad to file. Statement of shareholders as 
of 1935, which accompanied this letter of the drd of 
July, 1935, end is more complete than the one I have 
ae now as sxhibit "209", because it does break down 
the share warrants, largely anyvey, as of March lst, 
1935. It is unfortunate Mr. Bronsdon is not now able 
to do that. 

TH CHAIRMAN: I do not think we will 
take any more time on it. The letter from lr.Bronsdon 


ard the two statements enclosed. 


Mase FRAWLEY: The earlier statements? 
THS CHAIRMAN: Yes, they can all be 
attached. 

five Poe io Ys And put altogether in 


Banibit "209"? 
THs CHAIRMAN: Attach them together and 
make it Uxhibit "209". 


MR. FRAVLHY: Very well, sir. 
MR. PLOTEINS: Mr. Chairman, in connection 


with this matter, when we come to deal with the production 
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end of it I would Suggest that hr. Fravley, as Commission 
Counsel, communicate with the British American Oil 
Company and ascertein whet pol iea tions outside of shares 
of the British American are, and by whom they are held. 
Because we may find, I do not know if that is the case, - 
but it is the case with a number of companies in the otetes, 
that securities other than shares are in the hands of 
associated companies in the United Stites. 

TH: CHAIRMAN: “@ll Mr. Prawley will hear 
Suggestions from anybody, no doubt, when we come to that. 
MR, FRAMULGY: Yes, Mr. Chairman. 

Now ifr. liorrison, proceed and make your particular comments 
on the subject of Direct Assets. That is what you propose 
to do? 

Yes. In connection with the Direct Assets the only 
difference in the treatment insofar as our respective 
reports, that is the rep@t of messrs. Price,!aterhouse 

& Company, sxhibit "1UO" and our own, is that they have 
eliminated, or that we have aliminated from the rate base 
those assets which are not now used by the Pipe Line 
Comyany in the operation of transporting oil. &nd the 
Feasons given by Price, Vaterhouse have been gone into 


and 1 am not suggesting..-- 


TH CHAIRMAr: There is no purpose in 


recapitulation. 

No. I would like to make reference to just one item, Sir, 
that has come to my attention since that time, and it 

is in a publication “Public Utilities Fortnightly" Under 
date of October 27th, 1938. he particular matter that 


I have reference to is to be found on Page 571 towards 


the bottom. 
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THS CHAIRMAN: Publio Utilities Fortnightly? 
A Yes Sir, Public Utilities Fortnightly. 
MR. FRALEY: For the 27th of October, 
1938. | 
Sb The paragraph that I have reference to is found at the 
bottom or close to the bottom of Page 571, and deals 
with a Gas Company. It is es follows:- 
"A gas company's loss of business by reason 
of a change from gas to electrio street lights 
was called a true cease of suporsession, and 
the company was not allowed to amortize its 


retired gas street lighting equipment." 


Zhen there is a refernece. 31. It is referred to on 


Page 573. 

"State ex rel. St. Douis ve Public Service 

Commission, supra.”(1937) 22 P.U.R.(N-S.) 6,110 Se 
THE CHAIRMAN: We heve not any of those? 
MR. FRAWLEY: Yes, the Publis Utilities 


Reports are vailable and I think the South Western. 


The Utilities Reports will certainly be available to the 
Commission. The Gas Company has a complete set and I am 
sure they will be available. we have a set in Edmonton 
Which will be available if you ask it, sir. 


A I just want to complete the paragraph. 


"No basis was found on the record before the 
court for saying that consumers should be 


charged for amortization of the value of 


property not used or useful where a change 


had been made from artificial gas to mixed 


gas by a company which had failed for many 


years to set aside a depreciation reserve. 
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"But in the same case the cost of changing 
customers! eppliances when natural gas was 
introdueed for mixing purposes was allowed 

as & Gharge to operating expenses to be 
amortized. The cost of voiding an Seen 
lease so that new structures might be erected 
was not recognized as a proper addition to a 
rate base but was treated as a charge to 


opereting expenses over the life of the lease." 


Iam merely reading the whole of the paragraph thera, 


put the part I have reference to is the first portion. 


"PUBLIC UTIBITI“OS FORTNIGHTLY" 
MSGAZING IS NOW MARKED EXHIBIT 
yA BO ALIA 
THES CHAIR. AI: You are referring parti- 
Gularly to Page S71 
Me FRAWLEY: Paze 571, Sir. 


THs CHAIRUAL: Anything else’ 


2 


A No E do not think there is anything else in that publi~ 
cation in regard to this matter. Just in thet connection 
the only other point that I have in mind is thet we have 
similar losses of capital equipment which are suffered 
by the Company in the automobiles and trucks, and these 
losses are regarded as operating losses and we have 
treated the cepitel losses which we have been referred 
tG in the pipe line, such es the 6 inch l9op, that was 
put in in 1929 and taken up in 1942, in a similar way. 


But ell of that matter has been previously referred to. 


Q ; Yes, 


A So that is the only difference in the accounting, treat- 
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ment of the report of Price, Waterhouse and ourselves. 
Now with regard to the other basis which has been 
suggested, that of Mr. Hill, I would went to make this 
observation insofar as the treatment of amortization 

is concerned, that while Mr. Hill's method takes into 
consideretion only those assets which are used and 
usernl, and to that extent there is a parity between 
the method we have adopted, that system does not 
recognize the diminution of value in service to 

the consumers which has taken place, in this case, 
particularly between thes date of the inception of the 
asset and the date of the valuation. Wow i would probably 
have to explain that a little further. In that the 
amortization in this particutar cease has been set by 
the Commission as a certain priod of times, now then 
that period of time will be reflected back for the 
purpose of amortization to the date when the asset goes 
into use. Now then, from that date until the end of 
the s2rvice, which is fixed, there is a gradual dimin- 
ution of value of service to the users of the line. 
There is a gradual diminution of value of service), 
because on the last date it goes out compistely. So 
that there is a certain amount of ‘minution taking 
place from the time the asset is put in until it goes 
out. 

MR. FRAULJY: When you say USEF you 
mean, the user of the line‘ 

The customer. 

The sustorm rt? 


The customex of the line. 


OQ &- DH & 


Now the owner? 


«Her leeres f 
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No, not the owner.of the line. The customer of the line. 

@ I had better interrupt you. Why do you say there is any 
diminution of value of the what? 

A The value of service to the consumer in relation to 
amortization. In other words we say we go to the end 
of the period, for example, and that line may be then 
just as efficient for the purpose of transporting oil 
as it is today. 

Q res? 

A But there is no oil to go through it. Therefore, its 
value as a service to transport oil is finished. 

Q Yes? 

Because there is no oil to go through it. 
i CHAIRMAN: Lf you denreciatc a. 
accurately you will have had all your capital back? 

A Very true, Sir, but the point I am making insofar as iy 
present day valuation as against original cost is | 
that the present day valuation ignores that loss of 
value in service which has taken place up to the present | 
time » 7 

Q The other method, I suppose, would be to ignore their 
loss in wear and tear or special explosions? 

A The original cost method? 


Q Yes? | 

4 No, it takes care of that. It takes care of the comhin~ 
ation of loss by wear and tear and loss by usage insofar 
as it relates to amortization over a definitely set 
period, 
If you had an asset that was going to last in perpetuity 
then there might be very much greater argument in the 


revaluation tasis. But when there is a definite time 
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set at which time this asset will be no longer of use..... 

Q Supposing Mr. Coultis had a big explosion last Bight.” 1% 
would not be reflected in your figures if they were made 
tomorrow would it? 

A Ob NO, tvoere would not be.<... 

Q But if he had a big explosion last night, that would be 
reflected in the Hill basis, if he was making his inventory 
tomorrow, to arrive at a rerlacement value? 

A It would also be reflected in mine if we were going to 
make a comparison efter the explosion, because they would 


not then be a used and useful asset. 


& MR. FRSWLY: Mr. Hill would not have it 
on? 
A No, and neither would I if tt was in such a place that it 


was no longer there. 
Q Would Mr. Mew have it in? 
A If it was on the same basis as the 6 inch 1OOp. 
Q If one of his field pumping stations blew up tonight 
| and was completely destroyed, and you made your build- 
up of the capital assets next month? 
Yes, it would not be in my basis. 
ioyvould not be in Mr. Hill's? 


ti would not be in Mr. Hill's. 


5-2) -e- © & 


Do you understend it would be in Mr. kew's, from what you 
understend of his methods? 

Oh yes, I would say so. 

Because it would be tu him....-.. 

It would have been a cash investment. 


It would heave been an expenditure properly made? 


eo fe ae eS 


Yes, and if there was any reoovery value that would be 


taken away from it. 
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Q If there was an explosion with no recovery value it 
would be in there at that full amount? 

4 Yes. 

& THA CHALRMSI: That is all rigny) ae 
is gone completely. But I have no doubt on a cost basis 
it would be taken into consideration, supposing it is 
not badly damaged, and still in use? 

A Then I would take it in at its cost value. 

Q Yes, on the other hand on the Hill method he would look 
that over and see what it is like today wouldn't he? 

MR. FRS'LiY: He would notice the observed 
depreciation as he calls it? 

& Yes. 

Q That would be the amount of depreciation thet is caused 
by tue fire? 

4 Well that is not usual. Of course it does take care of 
that contingency amongst other things, but depreciation 
ordinarily does not suggest that it takes care of 
explosions or things of that mture. Depreciation 
ordinarily is weer and tear. Wow we are really speaking 
of the amortization of the investment rather than the 
depreciation. 

Q In the asset? 

A In the asset. 

Q MR. COMMIS:.IONsR LIPSEITT: If Mr. Hill took the replace- 
ment valze would he not take in. the eost of replacing it? 

4 He probably would in order to put it into useful 


service. Of eourse that is a conjecture. I do not know 


What Mr. Hill would do. 


TH# CHAIRMAN: I would-not, think, 22.3 


understand his theory rightly, he would be putting ina 


Tate) cae 
i au es a * ane 
as ner, - af wet: ”~ 

fan ae & ate Lane 


ae a 


Noe wh sea : Sa x Z| ae ‘ ir ! 

ti 32 temee- tte ae ps Bae Nia ie 

. eb Ss tab ; may Li y is ; Rs 
aiegd Feee Foe duos a ele: ait +% 


ab ai snrepaan dalduebiaten Ani 
Tone. od shure jae 


| opted tage ae sear #6 ase bf 
MG nod biRiue ed houtd ep pi is fAgK oat 09 baa gett es 
Tek SUG tu roe gone? epee a ah tone ote bam 3 
habcmade mist 60 | ite = bean ae | fe i Aa. ; 
: ey “ea i ak 00 
par veo ef a2 ‘gna: Lanes ‘to. salen at 6 | 


=) ‘ pe i r | ; sity ‘o Me A 
qead " RONG, he ee eis 


Sri 


ceteris Ai wo: se On ala er iri 8 


pete 
Racy Sd af 
: : 


a 
7 7 


3 * 
dob 
rat 
? ie; ov YT ! 
i y , Ale oe pags ty Wy fen, h Be Aa 
€ Ws Hie 2 mee ee ¥ a*t 
af oa! (oe. “i yee, ie Ble | 
nae oo = 5 Why a kp a Y ee Wy 
7 in, tee * a ‘ (i ; 
Thi Fire any ? it. 
- t; ' .y ay : © 
: : a 4 , 
yi ae 4 
ail) erie | 
| 
Ag 


rap algan ae ‘dae Sit se ia 


Hohe int 
“ 
%, fe» 


ot. _gpipetaoe fa ay ste. it om ini. er 


re 


7? 


es ae 


Le t he Tm 4g” 
f 


T-4 
16 ~4977- 
K.J-Morrison. 


brand new thing as against something that was worth a 
great deal less money. That is not replacement sarely? 
it is the replacement of the kind of thing you have, 

Le kG ob? 

Mi. NOLAN: Dothink so’, ‘and I thing 
Diseiieeonacavouresd to give us...... 

Q THe CHATRMAN: If you have a damaged line.- 
probably Mrs Morrison can tell us - on the replacement 
thecry you have a damaged line that is worth so much 
money today. 4s to what it might be worth as an asset 
I suppose Would depend in some measure upon what rate 
was allowed to it if it was treated as a utility under 
Government regulations. But if you are talking about 
its replacement value it would be the value in respect 
Of Wheat iis there would it not be? 

mA} Well I would not - Z do not know that that would be fair 
OUP OE rete He leet 

Q foe she weld known theory. It is not just Mr. Hill*s, 
working on a replacement basis? 

& But that replacement basis takes into considers tion 
that the line will be replaced new and then they will take 
what they term the observed depreciation. 

Q That is what I am getting at? 

4 ourely. 

Q And I am suggesting to you for your consideration that 
neither your method nor Mr. Maw's nor any other accountancy 
method th:+ has been Arai pefore us does that. 

A Mo, that is quite correct. We aeal with tho..... 


Q The Hill method does? 


A The Hill method does in the observed depreciation. There is 


no aoubt about tlat. 
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THs CHAIRMAN: All. I wanted, to be )ameee 

on, 1s that I am, I am not evon giving any information 
because I cannot, I know not, what you may do, but 

all I wanteé to be clear on is if that appeals to us 
in the end as being the better method for us to adopt 
in our judgment? | 

Surely. 

if we could say with regard to your work and Mr. Mawts 
work prior to the time when we consider replacement 
value, we can throw that overboard, but we can go on 
from there with the material in evidence before us 

and arrive at conclusions, even although we do not 
adopt Mr. Hilk's holus bolus and to the bitter end? 
Well, With this observation, I say that the Commission 
might do that, both the Price, Waterhouse methods and our 
owmm does take into account depreciation, and whether or 
not that is more or less than the observed depreciation 
is just a matter of how the sum will work out. We do 
not show it because we have taken the original cost 
method, we say now the company must get their original 
cost from this date on, we go into the record and 
ascertain when the asset was built, we then take the 
lifetime the Commission sets as being the estimated 
lifetime that the asset will be useful and we take 
depreciation on that asset up until this date, and 

it has a relevant value petween the observed depreciation 
and the accounting depreciation. 


cust at the moment it strikes me that thet 2s aan 


taking into account that Coultis may have had fires 
and blow-outs and everything over, say for ten years, 
and you go along on an even tenor? 


Yes. 
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Q With your figures and show the depreciation as year 
by year. In the long run it may work out but the 
fact 18 if I were going to take over a nipeline to- 
day, as ay om, I would be very much interested in 
that percentage depreciation. 

MR« NOLAN: And that is exactly what 
happens when the cipeline operation is devoted to 

the public use , it is turned over. 

THE CHAIRMAN : it is certainly very 
comparable, but all I wanted at the moment is to 
invite Mr. ..orrison not to fix up our duties for us 
or to make our findings for us, but I want to be sure 
that it is wide open for us. 

MR. FRAWLEY: yes, that is all we are 
striving fur. 

Q MRe FRAWLEY: Yes, Mr. Morrison, supposing 
the day before Mr. Hill, or the week before Mr. Hill 
went down to make his appraisal, because that is what 
Mois ina sensey 

A wh, yes, this is an aporaisal. 

Q Tf the two crude oil tanzs shown on page 38, just 
toking that as an example, in the Turner Valley tank 
farm, the first two on page 56, if something had 
happened to them and they had been damaged in an 
explosion there of some kind and they were not actually 
in us® because they had not been repaired as yet...e». 
THE CHATRIIAN: But they are not yet gone, 


they are being used. 


; aa 9 
a MR. FRAWLEY: And are being used 


THE CHAT RMAN: Yes, they are just badly 


damaged tanks. 
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MR. FRAWLEY: Yes, badly damaged, there 
has been some observed depreciation? 

Yes. 

There has been a fire which has buckled it in or 
something like that? 

Yes. 

put they are still there working? 

es. 

From the way in which Mr. Hill has set up his avpraisal 
are yor avle to say, to reasonably conjecture what he 
would have done with that tank in that shape? 

No, 1 cannot, because, of course, it is well understood 
that every asset which is used for the transporting of 
any commodity, whether it be oil or electricity, must 
be kept to a certain state of efficiency. 

Yes? 

Now, Mr. Hill, in that particular case, might have 

put a value on those tanks which you mentioned, taking 
into consideration observed depreciation, which might 
be, J do not know, but he has the unit cost. 

The unit cost? 

New, and then he has less depreciation. In this case 
the new cost is $15,000.00 and he places a value of 
$12,000.00 on those tanks, so apparently there is 
observed depreciation tothe extent of $3,000.00. 

and if in the instance which the Chairman gave us, 
that tank, those two tanks were badly buckled or 
damaged but still in use, the new ccst item of 
$15,000.00 would be the same? 


Yes, 
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Q But the "less depreciation" item might be $5,000.00 
say? 

A That is true. 

Q instead of the $12,000.00? 

A Certainly. 

Q and then he would, going back to his summary..... 


TH: CHATRMAN: if you could imagine 

Sam Coultis using a buckled tank. 

Mit, PRAWLEY Yes. 

WITNESS : Then, of course, there is 

the other feature of revaluation as compared to original 
cost, which I am not suggesting does exist in this 
particular case because 1 do not know the relative 
figures, but an asset might be created when labour 
rates and material rates are very low, and we come 
fifteen years afterwards and we ut a value on replace- 
ment costs which might double or treble the cost of 
putting that in, or the reverse might be true, it may 


have cost a very great deal at the beginning to put 


Lal al 
Q THE CHAIRMAN: But if I am taking it over 


to-day as a buyer or a regulating body, as the case 

may be, is it not to-day that Ii would like to know about? 
A Well, I think in that regard, sir, it would be quite 

unfair to allow any company twice the amount of money 

for their pipeline that it cost them, and that might 


very easily take place if they put that pipeline in when 


materials and labour are low; it has now gone to double 


the amount, and then on that basis they would be entitled 
bs > 


to twice what they »aid as the valuation for amortization. 
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Is that not an unearned inorement? 


No, I think not. 


If it had gone down they would have suffered? 


> PP & © 


Mess 
Q 4nd if it goes un why should they not gain? 
A i think not either because it is unfair either going up 
or going down. 
You think your methods keep it more on an even keel? 
It relates to what the company paid out for the service. 
Q I certainly appreciate what you are saying, Mr. Morrison, 
and no observations of ours are to be construed as 
decisions at all. We have much travail in weighing and 
balancing these theories and picking up this evidence. 
Q MR. FRAWLEY: You said something about 
"declining value of services to the user"? 
Yes. 
Mcaning the customer? 


Yes. 


© - © Pp 


Now, the customer is getting a certain service to-day, 

his oil is being transported through very efficiently? 

Very true. 

He will get that same service right up to the end? 

A Yes. Now, let me illustrate it, by exaggerating, 
perhaps, the life that we will attribute to this asset, 

and we ire here to-day with an estimate of, using M. 

Hill's method, of $1,700,000.00, and we say that this 

line will only toe three years, therefore, this line 


must be, that #1, 700,000.00 must be amortized over 
3 


that three years. 


Los? 
ag the end of the third year insofar as the financial 
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asset 1S concerned, it has quite a value other than 

Salvage if it could be used elsewhere but, nevertheless, 
for the consumer there must be included in the rate- 
buse, in the rate, in the cost, in the rate whioh he 
is going to pay, one-third of that $1,700,000.00 each 
year aS an expense, and it will have to be borne by 

those consumers in the next three ycars on the basis 
that ir. Hill has put forward. 

Yes? 

Now, as against the original cost method, the diminution 
of usefulness to the user of that line, the customer 

of it, would have been taken up from the installatim 

of the asset to that time. 

Q Yes, I think I understand you, he has to pay a great 
deal more on the new cogt to-day basis, and the short 
ite ¢ 

A He may have, if it is, if it has a short life, no 
Question about it. 

Q THE CHALRMAN: Why, because you take the 


whole basis, if you have to mae it a short life? 


A No, I am just assuming that. 
MR. FRAWLLY: Just to illustrate...) 
Q THE CHAIRMAN: Whether it be short or long, 


you are not taking into account the past? 


A That is true, andI took, for the rurposes of an extreme 


illustration, I took three years. 


Q You go forward to three years? 

A eas 

Q 3ut you take in the ten or fifteen that have passed? 
A Yes. 


Q The fifteen years which have passec? 


be aria aetiad Ba 
Prk 


hes e 
eo 
Mes! p, \ 

re i 


«ates ot at 6 
ef fetdw 02 BE ‘est RE. 


dose 90 cane oe tn yin ‘ 


edantmse ad ane sae te. = nt 
mit sl Lavens ont goat qu Rode agattic, 


“ Ny RRO i 


@yode sip Dye pes oes sae 


“sS 


anol 26 stg os at, 


ee 


Snetixre 2A AC 


k. ilorrison. ~4984— 


Thirteen years have passed, 

And then you have a sixtetn-year amortization period? 
That is correct. 

Which you, as it were, haa given for the company? 


Yes. 


(oe ie oe 


4s against using Mr. Hill's method and this same further 


life of three years? 


b> 


That is correct. 


It is starting to-day and it has to be all amortized in 


@& 


the three years? 

A That is true. 

Q te CHAERMAN: now, if you do not believe 
ie tekineintoO-account their past profits, for example, 
and you do not, as 1 understand it? 

A POM OMe Mex GET sine te 4s 
Why do you take into consideration any of the vast, 
why is it not a clean dividing line as of the day that 
the regulating Board takes hold? 

A I am not suggesting that we should not go back into 
the profits for no purposes, I suggest we should go back 
into the profits for the purposes of amortization 
because I think the whole matter is affected in this 
particular, in this case, particulsr case, the 
Commission are endeavouring to set a life on the assets 
and that, I think, has a very material bearing on the 
question of going back for the »urposes of showing what 
the depreciation or amortization should have been. 

Q If we allow for carriage charges? 
Yes. : 


Q and we are only concerned with its useful life? 
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A Yes. 
Useful in the sense that there is something to go 
tarouweh 1 u? 

A Yes. 
THE CHATRMAN: { think I understand what the 


witness says. 


MR. FRAWLEY: As to why he goes back? 
THE CHATRM:AN: Yes. 
Q MR. FRAWLEY : New, have you anything more to 


Say now on the three methods that there are presently 
before the Comnission of arriving at the proper amount 
of investment in capital assets? 

No, I think not. 

Endirect capital assets? 

A I think I have covered the difference between the Price, 
Waternouse Company and ours and between the revaluation 
basis and our own Original cost basis. 

Q, MAJOR LIPSET?: What have you to say, Mr. 
Morrison, as to Mr. Plotkins' suggestion, that,I take 
it to be, the percentage value as against replacement 
value, could that take in this question that you raised 
about the useful life or the diminution in value of 
these services? 

A Yes, I did not purposely, sir, I overlooked the 

valuation, I had forgotten it for the moment, with 
respect to that, Mr. Plotkins did not make a valuation 
by inspection, he merely used the formula which is set 
forth in the text-book of arriving at it, andl am 
expressing no opinion as to the accuracy or otherwise 
of that, but I would not agree with Mr. Plotkins’ 


suggestion that only the 6-ineh line, the trunkline, 
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should be included in his valuation because, according 
to the evidence given, the three lines are required 
during the year for the purposes of transporting oil 

and I was not concerned in merely the fixing of a rate 
for crude oil alone; the rate of 15 cents was for all 
oil, crude oil or otherwise, and in all my calculations 
i have used the same basis, that those three lines are 
required. They are used and useful lines, so that to 
that extent 1 would not agree with the submission made 
by «r. vlotkins insofar as valuation is concerned. 

Well, subjeet to that, Mr. Morrison, that is the basis 
of valuation approximating to Mr. Hill's, with an 
additional factor of taking into account this diminution 
of the valuation of the services? 

Ole avec, cir, would say that he has put, it. on 
practically the same basis. They would start off now 
and take the depreciati on from now on. in the 
valuation basis I think, so far as I understand, they 
ignored the past depreciation except by observed deprecia- 
tion, as we have referred to it. 

What is passing through my iind, Mr. «orrison, in Mr. 
Hill's case, I understand, he puts in the cost %o 
replace it to-day, although it has ten years shorter 
useful life than it had when it went in, say in 19267 
Yes, and then he deducts from that a certain amount for 
observed depreciation. 

Yes, but in the case that Mr. vlotkins put, taking the 
percentage value as he puts it, as distinct from replace-~ 
ment costs, that may approximate some, to your idea, 


of taking somethire off the replacement cost to take 
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care of the diminution in the useful life? 

A Well, it does not, sir, because, after all, we recognize 
depreciation in our method, We recognize depreciation 
and bring it down to what, from an accounting point of 


view, is percentage value, that is true. 


% But on Mr. Hill's basis you would take off the observed 
depreciation first of all? 

A&A: No, we would not deal with Mr. Hill's. 
No, I am asking you to criticize his or consider it, 
on his basis he takes the replacement cost ? 

A Xees« 

Q Less the observed depreciation? 

A correct. 

Q Now, do I understand even if you take his figure you have 


to take something more off, by reason of this diminution 
in the value of the services after ten years! use? 

A Noy [ido not'think you can compare the taking off of 
something further from Mr. Hill's basis, because,you see, 
we would not, although the figures are not so very far 
apart, the actual result of ir. Hill's method and our 
own are not very far apart, but 1 do not think, I 
cannot see that we can take wr. Hill's method and do 
somethine from our method to it. 

Q I see? 


A No, IL would not suggest that at all. 


, 
Q What was passing through my mind was this, supposing it 
took the $1,700,000.00 to replace it to-day? 
Yess 
And similarly it took the $1,70C,00C.00 to put it up in 


1926? 
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Yes. 

That the $1,700,000.00 to-day is not worth that in fact 
because there are thirteen years of useful life gone? 
That is our contention, yes. 

Now, if you take Mr. Hill's basis, that is what I wanted 
to get at, if you took his basis thar, should there not 
something come off the $1,700,000.00 by reason of thig 
factor, that there are thirteen years of life gone? 

Only to fit in with my method, that is the only, only 
t fit in with my method. Mr. Hill would certainly not 
agree to that proposition and, therefore, 1 cannot agree 
ome tie ena to Dt, no, sir, I do not think, you cannot 
take a portion of my method and apply it to Mr. Hill's. 
Presi Ss aiethOd As quite a recognized metho and 


Stands Out by itself on that basis. 


I think We have got the idea inyhow that the difference,.... 


Yes, the difference. 

a6 0Ue GO the servi-ces? 

xyes, 

THE CHALRiaN : But we cansurely take his 

me thod of ascertaining the capital invested and say that 
is what the capital is to-day, we can fix that? 

Yes. 

And proceed with anybody's method we like from there? 
From there on, oh, yes, for the future; just keeping an 
mind, the only observation I would make there......- 

I mean we can take es finding of his as an isolated 
thing and say that that is our finding too? 

yes. 

That we think that is rifrht? 


Yes. 
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And then having found that we dould proceed in just 
any fashion we like? 

Quite true. 

Taking your method or Mr. Maw's method, Mr. Hill's 
method or some method of our own? 

Well, yes, I think it would have to be a method of your 
own, sir, because I do not think you can apply either 
our method or the Price, Waterhouse method to that 
figure of Mr. Hill's, bscause our method goes back to 
the beginning of time and his really starts now. 

MR. FRAWLEY : if other words, 12 7gne 
Commission took Mr. Hill's $1,700,000,00? 

Yes. 

THE OHAT RAMAN: And we also said, if 1 may 
interrupt, Mr. Frawley, to get this spot over, and we 
also said "So far as this canital is concerned, this 
is the beginning of time"? 

Right. 

Then I say we could take Mr. Maw's or Mr. Morrison's or 
Mr. Hill's and proceed? 

But they would have to give you another method, sir, 
they couldn't give you the m=thod thit they have adopted 
or we have adopted now because our method goes back to 
1925, and if you are going to start now..... 

To arrive at what? 

At the depreciation sustained, and if you are going to 
start now we would have to start mw with our depreciation. 
You arrive at some capital investment, don't you? 

Yes. 

I suppose direct and indirect? 


Yes, as per cost. 
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Now, if we take the Plotkins' idea, or the Hilh. 

and we said We liked it better? 

Sure. 

And so we found that the capital investment, direct 
and indirect, the total capital investment in respect 
to which this eotipany has to have censideration in the 
future reflected in the rate, and we said from now on 
we are going to give you a certain depreciation? 

And that is the capital investment to-day? 

To-day? 

To-day, yes. 

To-day, and this for you is the beginning of time? 
Yes. 

Your method of calculation is as good as anybody's 
from then on? 

Very true, but it would mt be any method that we have 
adopted so far. 

No, certainly mt? 

I mean in regard toworking out the depreciation we 
would start to-day and say that, if we use Dr. Boatright's 
lifetime, we have to spread it over nineteen years. 
Quite so? 

That is perfectly correct. 

But we could take yours, for the purposes of accamplish- 
ing it, we could take your labour ratio basis? 

You would not feed it for the indireet assets, you 
would only need it for the operating cost, that 1s it, 
ss ves, very true. 

WR. FRAWLEY: Let me understand; if the 
Commission took $1,700,000.00, Mr. Hill's estimate, 
they would have to throw overboard a certain portion 


of yours for the Price, Waterhouse submiss ion? 


o 


a Hane } PETE 


Pe. i iy x \ Peto an a ca t if BSH is & Ry va a Ay ; Saute be ae) ae oe 


ca 


is 


foegeat aah Reet eae i fan walt Shia 


=e 
ER ; 
te 


ih it ahaa 
rea Cama wn Mare a endl ‘wregans anit hie o> 
Pay she . . 3 " 


OES | ROSE RE AIR RAN Nia , SRE Oe af | me daitop.19 ernst * fi 


ea OE are A ON aa ia: ot galoy. ove 


ye "4 ~~" oy 
F Any ‘ Net f Led ey sil 
A i i 
: - 
™ ~ 
am H 
no ery 
ae “yi 
re a9 % Je 7 . be - 
eMac Fy MM sk ag oe ae aT 
( hie ‘ 
H s 
a) 
t 
a Cea oe MC RM ek wee Rey Tt ap "c 
r - neve £) 


SOMME RRR EPS | tae Yon Bwowe i. 


tos, ntaenoe' le 


an f te ’ 


Ce RAE Mh IG anf eit M me Ad a hy tate we seamen ah notin ae 
is t ti Ae va} he 


sa de x ig Re ens i a sl Lene whe ba hor deere heaped. 


ee nf s ie is 
ey sited. rn. wo Heb, isa 3 
, yyw al re von ead eed et inet 


eomce Mtootag ar +p | 


atetivomooh Pe wibOey ON 4 ade ort _ pilet, b tate ‘es 


EA 9 i 


% if vf AT he at Au 
tek ooh ‘ey ‘ghodes cmH is von om 

Pp | ia yD ey at 
ei vty ae | abba, ig 


tis AN ile 
AIK Saye a Vide 


hea ton B pin 
oae8 at Ce a 


{ cid ale ae 
ee ae 


i 


PALS aa 
bal ES. Th) Bete 


aan Slate eri 
; ent ‘ 


K. Morrison. -49$]- 


A 


> © F £ 


oO - 


> © F 


es — De ee 


ee. 

How much of your submission would have to be thrown 
overboard? 

The accrued depreciation. 

dnat figure? 

Well......it varies each time. 

Yes, 1 know, but they find the figure they should use, 
and then they look for the total net investment at that 
time? 

In other words, we say if the figure you are looking at 
[se hey as = Oe MPs 

$897,000.00? 

Yes, that becomes $1,700,000,00. 

Yes, and that is it? 

Correct. 

TH: CHATRMIAY: T am afraid 1 am delaying you 


more than I should, “Mr. Frawley. 


WR. FRAWLEY: Quite 2ll right. 
MR. FRiWiLSY: 1 want to see what the varia- 


tion there is, you take, you have on your S-year basis 
a total net investment of 897 thousand odd dollars? 
Right. 

Using the year 1958? 

That becomes $1,700,000.00, 

That becomes $1,700, 000.002 

That is right, andif you go down to the pottom figures.«:. 
Let us jump over to the 20-year basis, page 3? 
Yes. 

Your capital investment is? 


$1,133, 300.00. 


‘And that becomes $1,700,000,007 
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That is right, that is correct. 

But the Commission can quite safely exclude those two 
figures and then proceed with either your method or 
Mr. Maw's method for all the rest of its calculations? 
Uh, yes, certainly, absolutely. 

MR. FRAWLEY: L think, if 1 may say so,) that 
is what, im my cpinion, was troubling the Chairman? 
THs CHAT RMaN: Yes. 

This depreciation is only one phase of it and it shoulda 
be divorced from all others and calculated in any way 
you wish to ldo. 

THi, CHal RMaN: All right, now. 

MA. FRAWLEY: You have finiShed all you have 
to say about the direct assets? 

Yes. 

Now, go on? 

Well, now, the indirect assets, I dealt With those this 
morning, there is nothing further to be added there. 

I think that covers all the observations I have to make 
in connection with the assets. 

Well, now, I hope that it is and I hope I am not going 
to prolong it unduly, yes, all right, you have nothing 
further to say about indirect assets? 

No. 

I agree that is fairly well covered? 

I think so. 

Now, how about working capital? 

The only observation I have to make there is to compare 
the figures used, the figures suggested by Mr. Hill in 


his report were $R0,000.00, the figure which We suggest 
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is approximately $98,000.00, and the figure that the 
Price, Waterhouse suggested, I am speaking all of the 


year 1938, is $150,000.00. The mthod that we hve 


FOOD CCCs «0% 0% 


THE CHAT RMA: Ei think Mr. Hill . went ‘io 
$125,000.00, as it runs in my memory? | 

That is the possible additions each year. 

Uh,yes, as distinguished from working capital? . 

Yes: 

wR. PRaW Lay : Yes) that is quite wih. ne 
gets ups yom 935,000.00......- 

There it is, I put the two figures in there. 

Yes, he gets up from $35,648.00 in his May report 
to 60,000.00 in his December report, but those are 
the only two figures that he gave as working capital; 
now, then, what else have you to say? 

The figure we have used, is, of curse, ascertained by 
applying our labour ratio basis to the amount of materials 
on hand as at 30th September, 1956, and that figure 
amounted to aporoximately $93,000.00, and that is 
involved, of course, in the differences between the two 
methods which have already been discussed at length by 
myself and by Mr. Taylor and by Mr. Maw. 

It is quite all right, is it, to put working capital in 
the rate-base? 

Only for the purpose of the return on investment, it 
must not be, that money is there, it is just working 
information. 

THE CHALRMAN : Hill does not take it in either? 
No. 


He was very careful to point out that he did not allow 
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any return on that? 
That is true, 
MR. FRAWLEY: Now, then, anything more that 
needs to be said about working capital? 
No, those have all been discussed. 
Q Now, then, dealing with the basis of valuation in the 
rate~base, for the rate-base purposes, you have dealt 
with your method and Mr. Maw's method? 
Yes. 
That is original cost less accrued depreciation? 
Tet ass. truce. 
snd do you care to say enything more about thet? 


No, L just finished dealing with that. 


Pa © r gue 


Die me other method is Mr. Hill's method of revalueion 

and you have dealt with that? | 

A Yes, then there was :.r. Plotkins' method, which Major 
Lipsett called to my attention. 

Q Then there is another matter, the valuation of the rate- 

base, the future capital expenditures, of which you 

said something this morning, which 1 understand is 

something which the Commission must taxe into account 

in arriving at a rate which is to last for say the 

whole of the year 1939? 

That is correct. 

And have you said all that you care to say about that? 


Yes. 


Is there any disagreement between you and Price, Waterhouse? 
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some cases where you have to project a rate, say Lom 
ven years, and he has equallized the amount of canital 
expenditures to be charged off of it each year to 
operating expenses, that is the $125,000.00 figure 
which he has used.. 

Do you agree with that? 

If you have t project the rate for ten years, yes. 

If you have to project a rate to last over ten years? 


Yes. 


Did.i.r. iiill mean that,thaS this rate that he contemplated 


would be arrived at here would be a rate to last for 
ten years? | 

Well, whatever years he used in projecting it, that is 
Cer pa my ucrewpuUrpO Sse in using it. If you did not do 
it in that way then you would have to have a lower 
rate at the beginning of the ten year period and an 
increasingly higher rate at the end, and in order to 
equallize that it is quite a usual thing to keep your 
rate-base constant and to apply thereafter all capital 
expenditures as operating exnenses. 

THS CHAI RAN : Just excuse me, if this 
Board has the authority to say that the life of this 


field is ten years, 20 years, anything you like’ 


es. 


MiG OPRAYLEY*: |. Yes, | 
TH’ CHal RMAN: | Then Mr. Hill would say "I 


am going to take that out on 20 years",. or whatever 


ye Lay 
MR. FRAWLAY: Yes. 
MR, FRA‘ : And he makes an estimate of 
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what the company Will likely svend in each year? 

in capital additions. 

In the next ten years? 

Yes. 

Now, if he is wrong about that, if the companytg 
experience should be half of the amount he estimates, 
what does that mean? 

The rate is too high and they will make too much. 
And there is no remedy, I presume? 

Teieans arter ail, if it was under a body which 
regulates 1t there eould be an application mage by 
the customers—of the line to have a reduction in the 
rave, : 

For the future? 

Sor) thesiupure, ob)’ yes. 

What was done would be done, I take it? 

Well, of course, the matter of accumulated profits 
over and above what has been guaranteed by the rate, 
or, perhaps, "guaranteed™ is not the right word, which 
has been suggested as being fair by the rate, 

has never been, so far as 1 know, discussed. 

As a matter of fact, if the company spent more than 
was estimated and put into the rate-base, the annual 
future capital expendituTres....-- 


They would have the right to make application to the 


Board for an increase in rates. 
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And the insufficiency of the rate up to that time 

would be history? 

It might be history. Probably would be history. 

So long as it is clear in our minds what this Commission 
must do or must arrive at. You know the estimate on 

the evidence of what the Company nen spend each year 

in capital additions to these gathering lines? 

Yes. 

The reason we ee ins So much about the gethering 
lines is that no one contemplates any capitel expenditures 
ORY the Gnume tine inthe immediate future? 

That i8 one of the reasons. The present trunk lines, 
delivery lines, are sufficient for all known requirements. 
fll right, but they do and must take into account the 
gathering lines expenditures, and @n extra pump here 

and there to go into the system? 

Yes. 

And they must arrive at some estimate, the Commission 
must, eas to the what amount that annual capital expenditure 
will be? 

That is correct. 

Then if they added ¥253,000-.00....... 

(265,000.00 is the estimate. 

Supposing it vas 200,0.0-00 a year, what is the wuechanics 
of that? 

If you are going to set it for a period of ten years and 
you estimate »@0,000.00 per year, you Wouid do just 
exactly whet liv. Hill did. 

why? I want to explore that? ‘hy take 10 years’ 


I am suggesting if the rate is to be fixed for 10 years 
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or for any period of time, then we should regard these 
capital expenditures as operating expenses for that 
period. 
& I will ask you SiO ee 
THE CHAIRMAN: He did say for some pericd 
of time? 
WR. FRAY: He said 10 years. 


A He said 10 years. 

q That is what he is equalizing over now. 
like FRALEY: Oh a contemplated rate 
for 10 years-from say 1959 to 1949, the rete shall 
so much cents? 

4 Apparently that is what the method suggests. 
RN. NOBSN: Ls 1% hot. that. therdaise 
of the field is estimated at so long and the rate shall 
be so much? 
THA CHATRMAN: The way he s@ys you should 
get your money back then was, this is the life of the field 
and he said in 10 years you will be cleaned up. 
MRe FPRAVLAY: Surely the thing is always 
subject to being changed at a moment's notice, at least 
upon due application? 

v2) As faras lan Ne csorne a, but Iam just merely suggesting 
What iir. Hill said. 
TH: CHAIRMAN; And I am wondering if he 
is so wrong. Surely when you strike a rate you strike 


something - presumably you are striking a right rete? 


TS Rica v3 spiel Wetethg 
THiS CHALIRiA: And unless there be some 


change in conditions that should be the rate for the 
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PLES: OF the fieid.* True, it-tay not be "the prow ry rate 
for more then a week because there may be some extra- 
ordinary change ina week. But theoretically on all 

the known factors you are nov’ hitting a rate that is 
accurate end should be constant and should be equalized 
over the Life that you give to it. Is that not sensible? 
MR. FRALSY: E am trying to straighten 
my own mind out about that. 

TH GHATRMBN: If something turned up 
next week all right. But when we are striking a rate 
today you are not going to assume there is going to be 
something different tomorrow, as I see it at the moment. 

Q itis PRAWBAY: He is striking a rate 
horulo. wears? 

A Yes. It is assuming you are going to spend that 
~it25,000.00 each yeaor. It is also going to assume 
that your throughput is not going to be any greater 
because: of that expansicn, because if your through 
put were greater your cost would be down and your r.te 
Should be lover. 

Q It also assumes the through put is not going to be any 
lower? 

A Very true. 

Lik. MOGAN: Did we not give the life 
of the field on the basis of the assumed through put? 

b No, not the life of the field, the life of the field on 
the basis of production. 

Q I know, but won't the Commission say that this field is 
going to last for a certain number of years, and in 


saying that won't they visualize whet the through put 


hin 2 Bia a A vig 4 ww e 
OOO, OW: RE SESS dhonlaelions ‘6 ot wilt 


a a aed yy = pie ttn ¥ 


“i . ¥. 2 Oe aihe . Fae seat er 7 P eS, if 6 mM) any a 5 I 2 sgqette as 
i Bea ee Br: “ae Bie. Oe Ps ange et ness 


Lub svete. (Fe ae eee Aa DR Oue, - a % etbn 
ee Set aa Eos eae P * , i orate 


4 4 
re Ae BES a Pee eget La ’ VE 4: Oe wits WAX. a wth ay OTe L- st 
er ers Merk, nee i myer Mee) 5 we : ae ad 
Me, 
eae ye OFS: cA ae Ee We eon 2 et B : 
Sex : las} ; RSH ’ 4 a ieee ire ay : at ; 


4 


Ere 
~ 


phy te ois chy The by 


1S BR eT: 


ro 


tg 5 
F ana 


nbs tay ex Gl 


» 
? 


qt=5 


4 

XK.J.Morrison. -~5000- 
Will be every yeart Won't they take everything they 
can into sonsideration to fix the theoretical through 
put? 
TH: CHSITRMAN: I think those who have 
Greresssq an Opinion as to the useful life of this 
line. have calculated the life of bas field on the basis 
of the known through put of last year. 
MR. FR& JLSY: Those people who hzeve 
estimated. But Mr. Hill is not one of those. 
THs GHAIRMAN: LI am speaking of our 
geologists and so on. ‘Shey have all taken the through 
put into account. 
Re FRAVLLY: Mr. Hill hes not bothered 
himself with the life of the field. 

g No, he says as a banker and an engineer these psople 


should get their money back in 10 years. 

Q That is @ll in reference to through put? 
THS CHAIRMAL: Ye might quite say - 
I am sorry to interrupt but these are things of great 
interest to me, supposing we said but Mr.Hill is 
wrong about that. ‘ise think the life of the field should 
be teken into account. 
Mine FRA'LGY: Yes. 
THs CHAITRMATS: Then our equalization is 
over @ greater or a lesser period according to whether 
or not we take the Hill 10 yeers and inoreass it or 
reduce it. 

A There is just one point there, Sir, this yl 25,000.00 
per year would probably be the same figure if it were 
15 years or 20 years insteac of lu years. So that you 


would arrive at really the same result. If you are going 
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to take it for instance that thet 4125,000.00 will 

last forever, 

TH CHATRMALN : © Would) thinkutheterewsg. 
i 2S open bbes Of Bae eine? 

surely. 

Presumably you are going to have the same capitél expend- 
itures every year to keep your line in shape? 

4 That is the suggestion of this method. Whether it would 
be that you would have the same capital expenditures for 
gathering lines, knowing that your field is going to be 
finished in two years as you would when you knew that - 
at least according tn the best Batima te - that it had 
Std 20 years to run, is a matter of conjecture. 

Q It also takes inte account in the next few years - 
starting it at 20 - in the next few years you are making 
tremendous expenditures that that 9125,000.00 would not 


start to cover? 


A Yes. 

@ It doses level it out? 

vy SOS. 

G MR. FRA Ls: And if you estimate a 
life of 20 years, in the 18th year they should begin 
to carefully consider whether they will spend up to 
$125,000.00. It might be now regarded as the annual 
eras for capital additions? 

A Yes sir. | 


TH: CHATRIBN: LT, think itris.1o.be 
assumed they will spend probably much more in the next 
fev’ years, and it is necessary to level it out. 

MR. FRALEY: what we are giving them 


is 20 years of 5100,000.00 and something. Sonb thing 


Jet 
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K.J.Morrison. Fo00n- 
more in the beginning and somthing less at the ena? 

4 Yes. 
Supposing the Commission puts this life of the field at 
25 years? 

A Yes. 


Q Must they project over those 25 years the »100,000.00 
odd, 25 times $100,000.00? | 

4 If they wish to set a rate for that period. 
And as the Chairman ee there is no reason - they 
could fix a rate which conditions mey change - but they 
should’ be’ able, you say to fix a rate to last for as 
long a period as they think is the life of the field. 
Do I understand that? 

my And have all the known factors. tr, for instance, 
the only factor that has to be taken into consideration 
is the increased capital expenditures but = would think 
there would be some increased costs, and that would also 
have to be teken into consideration. If you have a 
greater gathering system it would natureélly follow you 
would have more costs in connection with that gathering 
system. That probably would also have to be taken into 
consideration. 

Q I want to try ond understand the obligation that is on 
the Commission. They fix a certain life of the field. 
Just so that IY will understand it myself. Let us assume 
that they take a life of «40 years. Now why have they 
got to go, must they go into this full <0 years? Can 
they not say "jell for the year 1939 and up to the year 
1945, this compehy will need to spend on an average 
$100,000.00 a year for capital additions - what I am 


submitting to you is the rate would not last any longer 
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K.J-e-Morrison. -D005- 


than the number of years they take through which they 
are giving them certe@in capital oxpenditures per annum 
for capital additions? 
A that ais true. Whether there is any obligation on this 
Commission to do that I am not saying that. 
Q I want to see if I can understand the task they are facing. 
Must they, having taken the life of the field, be it what 
it may, 40 years, having taken that as in their best 
judgment the estimated life of the field, and all that 
that implies, then must thev multiply these annual 
expenditures for capital additions that we are talking 
about by thirty? 
No, not as far as I am concerned. 
Not in order to strike an equitable rate todey? 


No, not in ordex to strike an equitable rate today. 


eS  e.-oS- e 


But they must indicate how long in their opinion that 

rate will extend along? 

A Theat 16 true. That is the other feature of it. 

Q There will be two, not conflicting, but two separaty 
ideas. One the life of the field which is used for 
certain calculations? 

4 Yes. 


Q Another period which is used for calculating the normal 


number of years they foresee the company will Need to 
spend so many hundred thousand of dollars* 

& Yes. For instance the life of the field is being used 
in ascertaining what the cost should be over 1938. 

q NR. COMIISSL ONER LIPS#T?: Mr. Morrison, you tola us 
about a factor that I would be glad if you would develop 
a little in connection with these future capital expend- 


iturese You put a point of view that I would like you to 
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K.JeMorrison. gE 


develop, that these capital expenditures may not be 
necessary at all if we only wish to put this 6,000,000 . 
barrels through the pipe line, take next year for instance? 
& Yes. 
Q The present pipe line, the present capital expenditure 
could attend to that comfortably? 
That is both the gathering end delivery systen? 
Yes, both the gathering and delivery system? 


That mie Corres t,. Sit 


SD Pp OH & 


Is there any reason why, without any capital expenditure 
that should not happen in 1939? Or put it in the alter- 
nate wey. you put it, if they have to spend the $260,000.00 
next year would that be for any other purpose than to 
collect any other oil from other wells that are coming 

Le 

4A That is true, but it may not in any way increase the 
through put of the line. 


By reason of pro-ration? 


> 


By reason of pro-ration, exactly, sir. 


THs CHALRMAN: Or old ones die out and 


oO & 


new ones having to come in to take their place? 


Yes, in order to keep up the production to that point. 


i 


Q WRe COMMISSIONMSR LIPSETT: They are pro-rated to how 
much, do you Know? 

A I camnot tell you that. 

Q It is considerably tslow capacity? 

A Vell I believe so, but I am not at all competent to speak 


on thet. 


I am rather anxious thet you should consider this point 


ey 


of view. ‘Shy should the company spend wa60,060.00 to 


TE 
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K.J.Morrison. 
get other business at the expense of the present people 
that ere sending oll through: the Line, if it is nos 
going to give them any further business? 

A we lilwotacourses, they may have to do it, sir, in order to 
keep up that through put. I mean, for instances, just 
as the Chairman has suggested, some wells may be going 
out. Then there may be sone other relationship, contractual 
relationship that makes it necessary that they teke the 
pro-ration of these other wells that makes it absolutely 
necessary for expending that further money on the gathering 


systeme 


cm) 


Nobody c@n compel them, as I understand it, nobody oan 
compel the Royalite to go out the spend this »260,000.00. 
Is there any reason then why they should compel the 
existing user to pay for that ,260,000.00 unless it is 
going to bring in increased business’ 
4 At the moment it is not suggested that they may increase 
their through put, ‘buy that it will have to remain as 
it is at the moment, Lf they are able to get & sufficient 
amount of oil to keep that through put at that basis, 
on their present expenditure, your question is why should 
they spend another 265,000. 00% 
At the expense of the present customers? 
b "onl Tido not Know that I have any opinion on that, 
sir, because I do not know whether there is any obligation 
for them to teke the deliveries of tnese other wells 
when they come in, even elthough they do not really need 
the oil. That may be. 
q May PRAY: The Royalite never needs 
Oil. They just buy it and sell it to the Imperial. The 


Imperial “say need the oil. Does that adde.... 
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I understand that the contracts are with the Royalite 


It does not really mean anything, the Royalite sells 


it instantaneously to the Imperial? 


five SOUL been UNS UL oo iT : If it were necessary 


to maintain the present through put then I could quite 


see at once that this capital expenditure is necessary 


merely to increase the reserve and to 


decrease the pro-retion of each well, then it seems 


to be on perhups a different basis. 


$0 
K.JsMorrison. 
A 
are they not? 
Q 
& When it is delivered. 
ang should be allowed for‘ 
A YesSe 
Q Buy aie tos 
A It might be, 


sir. I am not ina position to express 


any opinion as to that. 


TH: CHATR AN: 


I want to be 


Poss "it touch’ ire ‘at aia 


euve 15 2s not in this: pipe “Line meatier. 


They are pro-rated to market, subject always to the 


market requirements not leading to inefficient operation. 


On the present conservation scheme apparently as many 


people as want to drill wells are allowed to drill 


wells. 
View Un La 


yes. 


THS CHATRMAT : 


arrange ement. 
and there is 


be pro-rated 


Certain spacing arrangements, 


Yes, on a certéin spacing 
Now then, if there are 1000 more wells drilled 


only a certain market, everybody is going to 


down to where they cannot live. Has that 


any bearing on this pipe line matter? If it has not let 


us drop it at once. 


MR. NOLAN: 


Our gathering system will 
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have to serve these 1000 scattered wells, all of whom 
are sharing in the market, be it however little it may 
be. 

THE CHAIRMAN: L wondered’ if; inthat 
connection, it was of any importance. It may loom large 
on the other phases of the larger inquiry, but I want to 
be sure that it did touch this before we get away from 
it, because we are going to be on this one more evening. 
MR. FRAWLEY: That was touched on in 

this telegram of Mr. Burns when he spoke about distorting 
the operation,between the major cumpanies and the smaller 
ONneS « 

MR. GOMMISSION&:R LIPSsTP: is there any cbligation, Mr. 
Frawley, on the part of the Royalite at least, supposing 
there came in another 100 wells, is there any obligation 
on them to connect up with these wells if the Sil is 

pot required? 

MR. FRE LSY: Well I would just say 
offhand, Mr.Commissioner, not unless the Imperial Oil 
sees to it that they go out and get that oil for them. 
THE CHAIRMAN: One thought in connection 
with this whole business thus far has been that they be 
treated as a common carrier. 

Re FPRAULSYs Like a railway. 

THE CHAIRMAN: The moment you put them in 
the sense of a common carrier they have to go to every 
well. 

MR. NOLAN: And if we do not go our 
through put is less because everybody is being pro-rated 


and we are not getting our share of the new pro-reted 


wells. 
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K.J.Morrison. 
Mis COMMISSION:SR LIPSETE: That might be a factor, 
THs CHALRMAT: Anyway as a common 


carrier. It seems to me, I take it, there is no dispute, 

Mr. Nolan, that if this company is to be hereafter controllsd 
by some regulatory body, that it will by process of its 

being @ common carrier. 

MR. NOLAN: Well certainly the terms 

and conditions of the carriage will be prescribed for 

this company. 

TH: CHAIRMAN: I have no doubt it would 


be declared to be by statute if necessary a common 


carrier. 
Mie RA Tey Yes; I think sox< 
THs CHAIRMAN: so I mean I think we can 


procesd on that basis. If we are going to govern 
and regulate it for the public good it seems to me the 
first thing would be to make it a common carrier. 
WR. FR La: And then there is the 
question of these spur tracks out to these new wells 
and who is to pay for them. At the moment the Royalits 
is paying for them. But the moment it is a common carrier 
must they go to a well at their own expense and get it, 
that is Something else. 

Q MR. COMMISSIONER LIPSSTT: Mr. Nulan puts an crgument 
with very considerable force, if the Company did not 
do that and the proration of the present wells is roduaeca 
50%, thet their present through put of the line will 
go down 50%, and in that way that expenditure might be 
necessary. 


MR. FRYVIEY: They need this through put. 
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K.J-Morrison. ane 
THE CHAIRMAN: And surely they won't be 
deprived of all the qualities of a live commercial 
corporation. They are not going to stand by and watch 
some other pipe line come in. 
jm. NOLAN: And they will get the 
benefit of the common carrier idea, becaus: their 
right to negotiate a private price will be teken away 
from them and they will get what the regulatory body 
permits. 

MR. PRAULEY: Now, Mr. Chairman, I was 
pursuing this question of the treatment of future capital 
expenditures. But if it is clear in the Commission's 
Mind I will abandon it. 

TH CHAIRMAN: I think we are as clear as 
we cén set, however clear that may be. 

Q Bae rR sy: Mc. Morrison, now we can 
leave that then. ‘’e can go to another subject matter, 
which is the allocation of expenses? 

A The allocation of expenses? 

Yes. 

A There is just one item in the direct expenses that I 
want to make reference toe You ay recall insofar as 
our statements, that is the statement of price, ‘/aterhouse 
& Company and ourselves, we are in @greement with the 
exception of one item, the storage at the refirery at 
wast Calgery. 

Q Yes? 

4 And I have listened to the evidence of Dr. Boatright 


and Mr. Hill and “™r. Plotkins, and insofar as that item 
is concerned as a charge to the pipe line rate, I am 


still setisfied that it should be eliminated.» WNowas 
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K.J-Morrison. ~5010- 


to whether or not in view of the evidence of Mr. Plotkins 
yesterday, that it should properly come into the category 
Somewhat say the same as a deduction for pipe line losses, 
namely a separate issue altogether from the pipe line rate, 
that is something I think that probably has merits, beca use 
I notice the book which Mr. Plotkins referred to, the text 
book, I do not remember the exhibit number, 

Q Morland and McKee's? 

Morisnd and Mckee's book. Where is revenue derived from 
storage by the Pips Line Department, and the suggestion 
was from Mr. Plotkins' experience in Montana that that 
revenue more than offset the cost of carrying that terminal 
storage. 

Q Yes? Of course if the Commission accepts the proposition 
that there should be some free storage, some period of 
free storage, then the Company should only be compensated 
for that, for the expense to them involved in that, by 
something in the rete? 

A No, not necessarily. It would seem to me that is why 
it should be regarded as a separate transaction, because 
after all the transporter who is not interested in 
storage is being automatically discriminated against by 
having to pay something in the rate for something for 
storage. 

Q THS CHATRMAN: If be does not want to store 
at all? 

A Yas: 

GQ And anotle® r person wants to store a very great decal. 

The witness suggests, as I understand it, the man who 
wants to store should pay for his storage. The man who 


does not want to store should not have to pay part of 
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K.J.Morrison. ~6Cl1- 
the storage charges of the nan who does. 

That is true. 

Q MR. FRAWLEY: Then the $35,000.00, or 
Whatever amount of mouey that Royalite feels it should 
pay for storage, that can be recouped to them out of 
charges which they make to the customers? 

A That is true. And then that goes back further to what 
the conditions were befors the pipe line was in, 
insofer as storage of crude oil was concerned. 

Q Yes? 

The two exhibits which I relied on originally were, mtxhibit 
meg". which is the B.A., contract with Royalite, and 
Exhibit "90", which is the refinery contract with the 
Imperial, which provides storags will be provided by 

the refinery in those cases. It seemed to me those men 
who were very qualified in the oil business would know 
what the practice was. Therefore, it would appear to 

be the refineries proposition to take care of storage. 
THs CHAITRMAT: If we accept the evidence, 
the Plotkins’ evidence, that would not be soe They would 
have to get storage either of their own or rent it from 
Imperial at whatever may be the proper rental charge they 
should pay, and they should see that they extract that 
from those whose oil they store? 

A Yes, very trues. 

Q MR. TRAIL 2Y: That is all you want to 
say about the direct expenses’ 

& Yes, that is the only iten. 


THe CHAIRMAN: How much evidences we have 
or. whether or not »35,000.00 is too high for the future 


is something else again. 
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K.J-Morrison. 

MR. FRAVLSY: tI think there is a suf- 
ficiency of evidence for the Commission to determine 
that point. You have the cost of these tanks? — 

A Lnory ‘opinion the ~35,000.00 or any portion of it 
would go out as an item for the pipe line rate. 

Q Yes, for the pipe line rate. But if the Commission felt 
it should make some recommendation with regard to the 
amount of storage which they should have for this storage 
department, you might say? 

A separate from the pipe line rate? 

@ Yes, separate from the pipe line rate? 

4A Yes, then of course, you see there is another matter 
that enters into that. If you have terminal storage 
you would probably have loading fécilitics which also is « 
revenues producing department. 

Q Before we leave the question of storagé...... 

Q Min.» COMMISSIONZR LIPSETT: Just on that, there is a 


slight complication because of Mr. Plotkins' proposal 
and I think Mr. Harvie's too. They suggested a certain 
period of free storage? 

4 They did, very true, but as the Chairman has just pointed 
out that should be teken care of in the storage rate by 
the men who are going to have storage, who are going to 
have and enjoy the storage. 

Q THi VHATRMAN: Gharge cnough for those who 
use the pipe line storage over the free date, but pay 


for not only that but for the free storage for everybody 


I gather? 
A That is correct. 
Q It seens rather hard on that »erson who has to store 


more than a week or 30 days, as the case may be. 
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MR. COMMISSIONGR LIPSATT: It might work out very 
hard, because the man who had to perhaps get a day or 
two more time than the free storage might have to pay 
Fopwines day. or two, the whole cost of the 7) 14,) vor 
40 days' free storege that everybody got. 

yy Is that not the position that there would be if there was 
no pipe line? 4&8 Il understand the Railway Companies, 
which ar? common carriers, do not provide storage for 
the refinery. If it is not the equipment of the Ccmpany 
then there is demurrage charges, 

Q MR. FRAWLEY: The C.P.R., takes a lot 
of ierude oli down to Regina for the 1.0., and to Moose 
Jaw for the B.A. Do you know whether they are supplying 
any storage for the B.4.,at Moose Jaw? 


4 No, tao nob 
MR. HARVIi: The fact is they do supply 


48 hours storage in their own ténk cars. 

Mae PRIUULEY: Which tank cars? 

Lik. HARVIis: The Railway's, if they are 
owned by the Companies the Companies get an allowance. 
There is a free period in that of 46 hours. 

WRe FRawgoyY : Whether it is oil or boots 
and shoes, there is always a certain time before you 


start the demurrage charge’ 


MR. HARVIS: That is exactly it, and 

our contention is that that time should be 15 deys or some 
other period. 

WRe COMAISSIONER LIPSEt?: The previous practice here 
before the pipe line was for the refinery to provide all 
the storage that they needed for any crude that came in 


from Montana. That is my understanding? 
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K.J.Morrison: 
-5014- 
A Yes. 
MR. HARVIE: it Stilb is now, onra 


comparable set of circumstances. All refire ries do 
supply storage. Mr. Plotkins tells us he has his 
week's storage. Coming from Montana it might be he 

would require miore on account of the uncertainty 

of train deliveries and so on, than he would have having 
@ pipe line to his door, where he can take it off almost 


Soe vauvegavane 24 hours notice. 


THE CHAIRMAN: He has to take a week's 
Supply. 
Vite HARVI4i: Yes. It is there available. 


But refineries all do supply storage of their own over 
and above the amount given in the pipe line rate of 7 
days or whatever it is. 

MR. NOLAN: Mr.Commissioner Lipsett's 
point was, as I understand it, if good pipe line 

practice was to provide a certain amount of free Storage, 
the pipe line had to have storage facilities to provide 
the free storage. 

MK. COMMISSIONMSR LIPSETT: Yes, If that is part of 
the service they are asking for, free storage, it seems 
that would have to be provided for in the rate. 

MR. NOLSN: It ‘seems good practice, 

as far as the evidence ee and Dr. Boatright said so. 
It is so long ago I had almost forgotten. 

THE CHAIRMAN: It is a question of degree. 
I suppose anv carrier could not have a customer on 

the platform or whoever it is. But they do not act 

as beilees very long, You come and get it. At 


least you come and get it, or you pay Por. ste 
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MR. NOLAN: Like an express office or 
anything you care to mention. You have to have a 
building to put your stuff in until you come down to 
the station and téeke your stuff away. 

Me. COMMISSIONIn LIPSeT?: On the other point of view 
that storage might be treated as a separate factor, just 
the same as pipe line losses, 

MR. NOLAN: f am wondering whsther 
everybody does not store for some length -f time? 

I looked over Mr. Hill's evidence in Volume 19, Page 


2559, and he made reference to another pipe line company, 


@ separate company« 


(Go to Page 5016,). 
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and they merely plete it to the end of their line 


and then into the storage tanks of the refining 


company. 
MAJOn LIPSLTT: dhat was that page? 

2583 sir. 

MR. NOLAN: was that one single operation over 


one pipe line to a single refinery? 


It is volume 19, iir. Frawley, which we had this mor- 


ning, I would have to get it. The reference starts at 


page £582, ir. Hill is discussing the matter of storage 
and the question is: 
"Now you are familiar, you are familiar with pipe 
line practices in the United States, so far as 
Oil pipe lines are concerned?" 
and then he goes right on to page 2583 and he says: 
"At Finlay, Ohio, where we have another refinery, 
the tanks are owned by the refinery. The pipe 
line is owned by the Buckeye Pipe Line Company, 
a wholly separate company, and the services 
furnished by the Buckeye Pipe Line Company in- 
clude delivering the oil at the inlet valve of 
the company's tanks. There is no storage in- 
cluded in their carrying." 
Re NOLAN: | Yes, but that is where the refinery 
is right there at the terminal? 
jehacaneliys 
THR CHAIRMAN: Just as we have? 
The same as we have here. 
MR. NOL : The same as we have not got here, 


MR. HARVIE: Oh no, the B. A» is not at the ter- 


minal. 
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THis CHA TRinal : I thought he said the refinery, 
the Imporial is at the Terminal hore. 
MR. NOLAN: Gh inca. 
MR PLOTKINS;: The Finlay Refinery aes one of the 


Standard Oil Refineries anG a particular field serv- 

ing that refinery, and the sonditions are not the same 
as here. 

wR. NOLAN: if there was only the Imperial there 
would be no trouble about this storage, it is just the 
intrusion of these other customers that have caused the 
trouble. 

THE CHA Rua WW: Gertlemen, what do you feel about 
finishing tonight, I am just trying to figure out what 
we can accomplish. I am anxious not to go into next 
week unless we must, equally if we cannot finish to- 
night there is no object in making this effort for nothing. 
wiRe NOLAN: No. 

THE CHATRuAN: Now Counsel is as anxious as I am to 
save time, you actually want to get at your brief, there 
is no use in recapitulating what has been said before. 


MK e FRAWLEY: Wo, he thinks now a half hour will 


see him through. 


TH Cid IRiwA NN: A half hour of your examination? 
LiRe FRAWLY: Yes, 

THH CHATMAN: New matter? 

MRe FRAWLEY: Yes. 

lwRo NOLAN: Ts it new matter, iir. Chairman? 
TH CHA India NN: Well IT mean to saye-= 


iWRe FRAWLEY: To the extent that what he hes said 


today has been on new siattere 


THs CHAIRMAN: Quite, it is a new angle. 
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MR« FRAWLEY: And I hope it has teen of some as~ 
sistance. 
THE CHAIRMAN: Quite so and this is of the same 
character. 
Mino FRAWLEY: Oh yes. 
THS CHAIRMAN: Go ahead, what about the possibil- 


ities of finishing tonight before midnight. 
hiRo FRAWLEY: Here are the two gentlemen here, 
and also ir. Plotkins. 
MRe NOLAN: We are not anxious that we should 
keep on until midnight. 
THE C HATRMAN: IL mean if you all feel that it would 
be quite hopeless that we should finish tonight. while 

I wanted to go North tomorrow I not only cant but, will 
disregard that. 
MRe NOLAN: Let me if I may, ask lhir. Plotkins 
what he intends to ask lire Coultis, that is one thing. 
THE CHAIRMAN: Yes, it will not take long. 
iiRe PLOTKINS: Well I think fifteen minutes would 
take care of what ITwant to ask lire. Coultis. 
Tha CHA TRiid NN; I do not suppose you will be very 
long, Mr. Harvie. 
MRe H&RVLE: I do not think I will be very long 
but I have scme questions I want to ask, 
THE CHAIRMAN: Quitee <I do not want to hurry anyone 
at all, I just wanted a rough estimate. 


Re FRAWLEY: If we went along for another hour per~ 


haps we would have a better idea- 


THE CHALIwAN : I think we will adjourn at half past 


four. 
MR. FRAWLEY: Are you suggesting, Iir- Chairman, to 
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Mm roULo’ 


sit to half past four and Hughvee Tech 

THE CHALTRLAN: If I thought we could finish this 
evening we would come back at 8 o'clock or 8:15. 

WR. FRAWLEY: if we thovght we could finish ina 


couple of hours or so, starting at 8 o'clock. 


THE CHA IRI AN: Yes, 
MR. FRAWLEY: well Mr. Nolan thinks so. 
THS CHALTRuAN: All right, we will attempt it then 


but at the sane time I want it understood that no one 


is being curtailed. You can examine all you like, we are 


not cutting people off at the last minute, if we have to 


Bit tonight and Monday too, we will, but let us make an 


effort? 
MR. FRAWLEY: Yes. 
nike FRAWLEY: All right, now lir. Morrison, you had 


arrived at the treatment of indirect expenses and ade# 


ministration expenses? 


Yes we had. Well there is very little further that I 


have tc edd in connection with that matter. 


what about the,three methods, just state the three 
methods, what methods have bcen submitted to the Com-= 
mission, I will put it that way? 

Well there are really two methods that have been sub- 
mitted. 


Yes? 


Yell no, there may have been three methods submitted be~ 
cause the Jersey statements are in but the methods of 


the Frice Waterhouse statements and our own have been 


fully gone into. 


Yes? 
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And [do not think there is anything for me to repeat 
very much on that matter because the question brought 
up by Exhibit $119" submitted by hir. Taylor was dealt 

with by Mr. Maw ané the statement. withdrawn really -in- 
sofar as its cvifcctiveness was concerned. 

Yes? 

fhe difference in the methods have already, been out= 
lined in the evidence. 

Yes? 

And I do not know that I can serve any useful purpose 

by running over this again. 

THE CHAIR AN: Oh no. 

Statements in the books of the company were used by 

neither yourself nor the Price .jaterhouse people? 

No, that is true. 

And for reasons which we have heard? 

Yes, I mean Mr. Burns' evidence will probably have 
satisfied the Commission, as they did certainly our 

firm and the auditors. it would be unfair and unwise 
to use the distributions made in the company's records. 

Now there is nothing that you want to say by way of 
comment on any of the statements made in criticism of 

your method or any of the other methods? 

Nothing further than has already been fully covered in 
the evidence, it would only be a repcotition. 

All right, that is fine. The remaining matter which 

you may want to say something about is the rate of re~ 


turn on investments, now is there anything you want to 


say about that, as you have said, that it is. in gour 


opinion 83%? 
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A Yes. 

Q, Because you have made a parallel in your own mind at 
least and in your submission, with the situation of 
this pipe line and a gas company utility? 

4 Quite,,nhich was subject to regulation by the Board of 
Public Utility Commissioners of the Province and that 
was the rate which was approved by them. 

Q Now have you any observations at all to make on anything 
Which might properly be brought to bear with the Com- 
missioners, ~- to bear upon the Commissiouers when they 
are con. idering the proper rate of return to allow? 

A dell there is just one item in the same Exhibit "210" 
that might be referred to the Commission as the exper- 
fence in another rate, I am reading from page 569, of 
Exide MSO". 

"Courts and commissions hold that present rate- 
payers are not required to make up losses sus- 
tained in serving former ratepayers. In harmony 
with this view, it is held that a public utility 
which did not begin to set aside a depreciation re- 
serve in its early days cannot recoup any resul- 
tant losses by charging them up to consumers in 
the rates exacted now." 

And then there is the reference to the St. Louis case. 

AQ It is a reference to the same case, ire Chairman, of 


the St. Louis in 22 Public Utility reports? 


A YeSe 

Q Yes? 

A And the observation I have there is that that may be 
of some assistance in the matter of the profitsof past 
years, that deals with losses and the other with 


profits. Now there was one other reference which might 


Dare 


4 apa 
‘ \ ‘ 2) i a0 ves nae oy, Pee Siri. ; 
Sia s J ie Rel hee aye re As bs na a v wae " 
‘a. Daeg ae pene ne? aL eae: BS onal: ead. e uby. “oan 
: i a Vy f 


ie ee \ ; a oe Bi id \ fa) * sa 
ee eye eae oe, Pome yates oe eo aude it nti, THY r ab bine ba 


t war’ ‘ Pi ah 
re 1 me * ae 


ne GLEE es AeeRadee: jap a bas watt Ai) bait 


Veh 
aah Ta, ! eae 


Ne 


os 


y ry he A 
patil aH Wah ae aan ay if ia: baw ‘pike 


Can aes 3 US Bice ESE ding RN Ue ke Rot a > te + Pe ar tt 
agtet (ON: aeRO tanta Mine era a Last Sey 
; 4 $5) . " re CoA fee MA ‘ 
whi: We Rinker ere ela bite Bins ode We iy 
Ta Se pei), ane Peele wa i eS ak bi : hg o ean i ‘ 
f ‘ Na ; ei 
Bia a ae Wi : TA ee a , sad 
7 toy sean 5 yo iy 4 MG: ) 
ee ade Tig MISS BGT BASN SO) teh gee ¥ Bo testy | erm 
ate AE PA ROOT ROM CRE MeN ox Fr we 


h 

< 

i? th 
ie it 


oe os A . es pe sah - ay Bee e's wie?) ee rai et ote hey a ee cat 
“ae roe. Leet: Cy NN thowie ia oes te Mi gh Rane | tay ‘ae 


sociw Hea Le ein, eR Hee ema eat a exent F noe 
: ek ( nod epeaeiaas (49 ts , a ie Te! Gi oP ges, fo ae), AY Hv yiy #4 Ps, re) 2, ae 
BP Ch ie coe PN «2 By sorta. aD oh yee pe mee | Raa abi tidiiiee indiasiseie taal cote at 
- ‘ - a 


4 i ‘ " } ‘ es : hice CR ; ‘ ye \ ret '4 os ¢ in 
bays satan i ) H , ar 
A a ‘| Sa PS Saye f a i er 4x ‘ & es sb dame ty ie ai * 
crc eae elite. aut a doe. kik | Wii it oh, Hk septs E es 2 
é A ine Pee A , 


« 

ar 

ite 
= 


Gs 


ky sCOS sa iton® Aer beek oh 2) ame tee nOaB: at oon 
’ : : a ea ne, 3 
Bi il t at 
. t ‘ : wh : Sis, 4 yee at ‘ ; Oa oe ws a 
3 ‘ ; e Tasers . ‘ ; s 
; Peay < dase pec ive Ay ‘ | si f Wet, mrey ue a bet BPCT fy * boa soende sity 
var “ Q Nine , 
Reged. Oa 8 eek at: Bee por ie Cok @ aheBy vie aa 
5 , } a ae a va 3 +4 


a~ & h ‘ Pr P ‘ ‘ 


isoured. 8), weuwy wade ecdsy | aaiveon DY ey te 


\ EE Aa LP ) BR pe ee et CN tind iy 
Hd aR aaa eet : at ae: a aes we ty A ht n i + i 
; “ Pi i F IY stl desl We gh Me i d, ery tie jee | uf Gr ikh tai es S seh } 
+E ey wens hind Pex ot aie doa ata a | 
wu rs 1 


ag a Ved ay) 


i F * Ne 4 Ener ay 
aronge Ott, an’ Rede vik seas ag eae nat sanindt ey A 
eee Sh ah Mea es re 

"aon tevnase au ten. ast Nich 


say ne ri, vor 3 aor i ee ma? ee ciaee i erie eyIe 


a an Ne | i ae year ‘dg 
Sie wlerad ss #2 ote. ; i) ao saeeton ane Te are 
P Jou iia \ he omy ¥ a HAL ef SA age 


4 


‘ Ae Pea Di(sdee ee ; int on 
So . ame we WEEN iE a9 | xf i oF wen 


a ee ee * dhe 


sarees “ e0en os 

7 
be helpful, IE do not know whether you wish to put 
this in as an Exhibit, but it is the Columbia Law 
Review of 1938 and it deals with utility cases in 
connection with depreciation. 

4) I would not want to put that particular number in 


for one special reason that it does not belong+<- 


MR. NOLAN: It will all be gone into later in 
argument « 
Q, MR. FRAVLEY: If that were tO be dealt with, I 


would try to get another number and withdraw this, be- 
cause it belongs to Dean Weir . Now is there anything 
else, Mr. siorrison, you want to deal with, if not I 
think we are through? 

A No, LI think not, tir. Frawley. I think those are all 
my notese ive have dealt with future rates, I think 
that is all. 

MRe FRAWLEY ; IT understand, Mr» Nolan, I under- 
stood you to extend your admissions to saying that the 
investment made in capital additions in 1938 could be, 
were in the oe proportion as the investments made up 
to the 0th of September. 

WITN SS: No, not in the same proportion. 
MRe FRAWLEY: No, the admission that Mre Cottle 
desires to have is that there were no capital additions 
made during the period October, November and Eecenver, 
1938, which of course is not covered by either tir. 
Morrison's submission or the Price Waterhouse submise 
sion. 

MR. NOLAN: Yes. we so admit, sir. 


TO hike NOLAN: 


Q There is only one thing I was going to ask you if I may, 
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in the accounts which have been prepared by the Price 
Waterhouse there is a sum of $14,583.30 put aside for 
tank rental? | 

Yes, I Know the figure . 

Because that figure is the proportionate part of the 
$25,000 which should be borno or ghould be reflected 
in the accounts or the period which they cover, May to 
September? 


ilay to September, that is right. : 
Now do you remember what Mr. Hill said about the ous 
rentals? | 

I remember his evidence, yes. 

What did he say, what figure did he give the Commission? 
Well he gave the gommission a figure, he was not dealing 
with the principle of whether it was a proper charge or 


not, the figure as £E recall his evidence which he gave 


was a minimum of $20,000 anil a maximum of 435,000. 


Yes, then if we take this period from May ard project 
it to the end of the year, we would add 1/3 of the 
$14,583.30? 

That is correct. 

And perhaps you will agree with me that the answer to 
that is $19,444.40? 

That is approximately correct. 

Or thoreabdouts? 

Yes. 

And that is all that shows in the Price Waterhouse 
statements as being the amount to be charged for tank 
rental for the whole of the year 19238? 


Yes, the only amount is the 14 thousand figure, to 
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project that for the whole year it would be the 19 
thousand figure being the proportion from the lst of 
May to dlst of December. 
Me NOLAN: Thank you. 
THE CHATRAN: Anything, fir. Harvie? 


TO MR. HIRVIE: 


Q That figure would also include the services that go 
with it? 
A I think the voucher calls it "storage", iir. Harvio, 


so so far as I know there are no other services. 

Q You do hot remember the evidence on that, that that 
had included the public services, steam and things of 
that kind? 

A The evidence was--< 
I think it was Mr. Coultis? 

I do not recall it, but I mean. I am speaking about 

what the vouchers ona the records show, I am not sug- 
gesting there may not be other services but the 

voucher record as I recall it refers to it as "storage". 

Q lRe NOLAN: But ir. Harvie'ts point is that it 
is not only the use of the tanks that they get for the 
rentals, they get services in sonnsorion with those 
tanks and es services mentioned in the evidence were 
heat, light and maintenance? 

A Yes. 
hike FRA LY: ~E think Mr. Coultis covered it. 

A I think he did, or Mr. Hill maybe. 

Q THE CHAITRWAN: The infommation is in the evidence 
as to what it is anyway? 


A Oh yes. 
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VR. HARVIE: hire Morrison, in projccting a rate 
for the next ten years say would you consider it 
reasonable to have a uniform rate over the period as 
nearly as possible? 

If the circumstances were such as to justify a unie+ 
form rate, yes. 

Do you know if in setting rates for public utilities 
it is common practice to have what might be called a 
stabilization. face set up for the purpose? 

Set up for the purpose-~ 

Of stabilization or equalizing the rate over the period? 
I do not know. We may be referring to the same thing, 


in a rate case that [ am familiar with, there was an 


amount allowed for extraordinary expenses. 


Well I have for instanee in my mind something of this 
kind, in one year in this country we have a large crop 
and may be have a gaod income and the next two years we 
might have smaller crops and therefore not so large a 
consumption or so large a throughput through the line, 
which would vary the rate. Now if there were some 
stabilization fund set up that would allow of an 
equalization of the rate, do you think it would be of 
any assistance? 

I have no knowledge of any such fund as that, Mr. Harvie. 
You do not know whether we will say in setting the rate 
for electric companies? 

blectric companies? 

Yes, that is done? 

Wo, I have never heard it donee As a matter of fact IL 


know of no case in this country of rates being fixed by 
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i Si 
a commission our electric services. 
Q Are you familiar with the handling of the Ontario Hydro- 


electric for instances? 


A No-« 


(Go to nunber 9027 ) 
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MR. FRAWIBY: That is all. We might have 
Mr, Coultis now. 


MR. NOLAN: ie is here ready to go on. 
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S. G. SOULTIS 


mmeca! Ved, 


MR. NOLAN: Mey L puw this an sire. 

It is the rough statement I was asked to nrovide for 

the Commission, a statement of the crude carried through 
the No. E line on and after the month of May , 1938. 
That is right, Mr. Commissioner lipsett? 

iiR. COMMISSION::R LIFSETT: Yes. 

MR. NOLAN: The figures are, during 

that period there was carried, 262,311 barrels of crude. 
That is th the end of the year, from May to the end of 


the year. There was carried during that period” 


243,275 barrels of absorption naphtha. 


MR. FRAWLEY: That is the so-called naphtha 
line? 
MR. NOLAN: Yes. The Commissioner 


asked me to find out what number of barrels was carried 
through this line. 

THE CHAIRMAN: There was more crude carried 
than naphtha? 

a ORAM ats in that period to the end 
of the year the difference between 262,018 Darrela of 
crude and 243,275 barrels of absorption naphtha. 

Those figures are correct, “Fr. Coultis? 

eS eel i. 

TH: CHalRManNn: Now, do you care to make a 


statement in regard to the other matters? 
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MR. HARVIE: I can put in our statement. 
TH CHAI RMAN: ALL righ =. 
MR. HsRVIE: In connection with the 


policy of the company in Deenect to the sale of casing- 
head or absorption plant naphtha and crude naphtha 

IT may say that with the pro-ratisn of natural gas in 

the Valley the British American Oil Company will have 
insufficient absorption naphtha or plant naphtha »roducts 
to meet its own requirements. Any additional that 

will be required will be manufactured in its new refinery 


at what is estimated an increased cost. 


THE CHAIRMAN: if additional is required for 
itself? 

MR. HARVIE: for itself, yes. 

THE: CHAITRMAN: Your position is yourwrel not 


be able to supply any other refineries? 

MR. HARVIE: ~ Iogo further. than. that. 
There is no objection to sell absorption gasoline, 

so manufactured, but it must be at @ reasonable price 
f£Oorusabe, In connection with the crude naphtha the 
company has just a nominal amount in the field now, 
something like 20 barrels a day and it is reducing 
daily. 

THE CHAT RMAN: Of the erude naphtha, the 
ee gasoline, casing-head, as it is called, 

I gather you have not enough to satisfy your own 
requirements? 

MR. HaRVIé: Not from the field. 

THS CHAT RMAN: In your new refinery you 
want to make some? 


MR. HARVIE: Yes« 
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THE CHALRMAN: ANGLE Y30 you Will (sec) sie 
if and when you are paid an adequate price therefor? 

MR, HARVIE: The same as any other produ ot 
that is manufactured. 

THE CHAI RM:.N: You have a statement to make, 
Mr. Nolan? 

MR. OLN: I am authorized to say on 
behalf of the two companies, the Royalite and the 
Imperial Oil, they point out that these two products, 
absorption naphtha and crude naphtha, are obtained from 
the production of the gas-cap wells, 1 am asked to say 
that it is impossible at this time to lay down a dolicy 
because of the uncertainty of what the Conservation 
Board may do in the way of regulation of the gas-cap 
wells. 4s 1 understand it, these two products come 
from these wells. The policy of the Board is to close 
in these wells. 4s they are closed in this production 
diminishes in quantity and it will depend on what the 
Oonservation Board does in respect of the gas-cap wells 
as to whether we will have either crude naphtha or 
absorption naphtha available for prospective eustomers 
THE CHAT RuaAN: So that. the present prospect 
is that while we ere in that state of uncertainty 

you Will. not sell it to others? 

MR. NOLAN: Yes, at the moment. 

THE CHAT RMAN : Alisright. Welly Mp. srictkiade 
says he has fifteen a twenty minutes’ examination of 
this witness. You will be some time with him? 

MR. HOLAN: Noe lL amonly going to ask 


him one question. I am asked to draw the attention of 
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. the Commission to Exhibit "204", nage 2, where there 
is set out the dabacity of the trunklines. If you have 
that before you} sivj you will see there are three 
lines. Their capadity is stated in hours, days, months 
and years, in barrels. 
Q Now, Mr. Coultis, I see, for example, that Nos I line 
pumping crude oil has a capacity of 5400 barrels per day. 


Is that the maximum or the minimum? 


A That is the top maximum figure. 

Q is that true of the 6,240 for No. 2 line? 

A 1es5 

Q And 17,500 for the No. 3? 

A Yes. 

Q Can you pump oil through these three lines at that 
maximum capacity day after day? 
Mop seit. 
Why not? 


Becuase there is no allowance there for any break-dows 


or for engine-sto, ping. This contemplates operating 
for a straight 24 hours. That is the very maximum 
capacity. 


Q Tank you very much. 
THE CHALRMAN: You are calling My. Maw, are 
you, Mr, Nolan? 
MR. NOLAN: Just a moment, please, my Lord, 


We do not feel there is anything we can add to the 


accountancy evidence that has not bea already fully 
dealt with, 
TH: CHATRMAM: | You have no other witness? 


MR. HARVI SG: 1-0 
MR. FRAWLEY: I have nothing more to put in. 
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by 


I thins we have everything in except that list of the 
Standard Vil Company subsidiaries, 

HR. NOLAN: I cannot get a book on that. 
MR. FRawLny : Frankly, I have not had @& 
Opportunity of searching the National Fetroleum News 
for the year 1936, where Mr. Plotkins says he thinks it 
is. Perhaps, it will be enough to say that sometime 
before the major Inquiry is finished we will hmve that. 
THE CHAIRMAN: Yes, allright. Now, ir, 
-lotkins, you will be as concise as you can be. We will 
go on for a little while, but we do not intend to stay 
much longer. We started at half past nine. It may be 
Biople Ter you bun tC 1s'ditficul t for us to ToLlow 
hour atter hour, So if you will put as simply as youw 
can your questions, please. 

MR. FLOTKINS: Bilsrs Wac haa 

This morning, =:r. Coultis, you mentiowd. the fact you 
world take delivery from Gas and 0il, where it would 
not be a matter of expense. Would the quantity 
available fram Gas and Oil be sold to other refineries, 
such as in Calgary, or for shipment elsewhere. By the 
way, there is some naphtha ship ed to other refineries 
by Gas and Oil, “by railway, © your knowledge? 

i do now know, sit. 

hat would be the cost. involved in connecting the Gas & 
Oil plant with your naphtha pipeline, any idea? 


No, I have never gone into that, sir. Probably it would 


? 
involve considerable pipeline and some fittings and valves. 
I do not know offhand, sir, just what it would cost. 
Sut in the light of what is going to be available to 


your knowledge, it would not be practical to consider 
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connecting Gas & O11 products to the Royalite Pipeline 
for transportation of casing-heaa@? 

A It would depend on how much product they had to offer. 
Ido not know what they have to CELE S Sire 

Q You have no idea what they would ship or sell to the 
other refinerics? 

A No, I do not, because they mrket same, I believe, 
by tank truck locally. I think they handle it all by 
tank truck. I do not kmw what their future policy 
would be. 

Q You know that they ship also to other refineries in 
Saskatchewan? 
That they haul it in by truck? 
Yes? 

A I do not know whether they ship anything but crude oil. 
Lt do not know what they ship, sir, I have no records 
on their shipments by rail. 

Q You mehtioned also that the Royalite delivered to dealers 
in the Valley. That would be dealers of Imperial? 

A I cannot say, sir, at the present time, but I know that 
we delivered to farmers, to a very large extent, and 
to different dealers, at one time. I do not know 
what they are doing at the present time, im local sales. 

Q You suggested a way of handling naphtha would be by 
tank car from the terminus of the pipeline here in 
Calgary caer ae refinery. Well, now, you are 
familiar with the rates that the railroad wants for 
shifting tank cars from the Imperial Refinery , for 
instance, to our refinery? 
I have never gone into that. 


I would suggest to you that would be prohibitive, so 
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that .that would not be a practical way of handling oasing- 
head, because any Saving that we might make in the 
transportation of it through the pipeline, if the rate Were 
low enough, would be absorbed by the extra cost of 
shipping? 
I wouid accept that statement, sir. I do not know. 
At the present time crude naphtha is only for the 
Imperial Oil. That is, the production of it all goes 
to the Imperial Vil. The Royalite production? 

A All light products, both naphtha end casing-head, goes 
to the Imperial Oil, and what they use it for I cannot 


say. Whether it is for British American or for their 


own use. 
Q So-that for all practical purposes......«.. 

THE CHAE RMAN: Their statement shows that? 
A Yes. 

THE CHAIRMAN: Let us mot go over things 


time and ayain at this hour. 

Q MR. PLOTKINS: Would you examine the figures 
you have submitted, Mr. Coutlis - if you will let me 
have a copy I may more intelligently discuss if with 
you. You have given us the maximum capacity of the 
respective lines, No. 1, No. 2 and No. 3? 


Yes 


Oo FP Lf Pb 


pled Eee 
At what pressures is those capecities calculated on? 
ine oO. Lt) Lines, 750 pounds; the other two, 1,000. 
Is that the maximum safe pressures that these pipelines 
are capable of transporting this oil? 
A I eoasider they are, sir. 
Q Jhat is the nive capacity. ‘what is the pressure, the 


\ 
safe pressure of the pipes themselves? 


‘\ 


A I believe in the neighbourhood of 1400 to 1600 pounds test. 
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That is for the 4-inch lines? 

The 4-ineh, yes, sir. 

what about this new 6-inch steel line that you have now. 
what is its loaded maxinum pressure, safe wrking pressure? 
The 6-ineh? 

Yes? 

I believe it is a 1600-pound test line, 

1600 pounds? 

Yes, test. 

Is that 1600 pounds standard working pressure? 

No, sir. I understand that is a 1600-pound test. 

Ls it a seamless pipe? 

(oe alii ts boa cir. i am not positive that all of it is 
seamless. 

If I suggest to you that that grade CO pipe has a working 
NUESSure!) ange 00 POUnGS. ves. s 

What weight vine? 

Svieoked “fine Sine: when it was being...... 

what weight per foot? 

what weight? 

Yes. 

Tam not familiar, but at the time I had our engineer 
with ne and we inspected the pipeline and we remarked 

it was a pene ently high quality steel pipe? 

And did yousee the Gest marke. “on Vit 

No, 1 aia not. I think we found 2 tag with the desipna- 
tion of the quality, the grade’ 

A paper tag? 

A tag. I am not sure of this. I recall something. hither 


a stamp of the pipe or a tag. 
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4. L have not seen any tags with that pipe. 

Q@. We will accept your calculation or observation, 1600 
pounds? - 
wee. 

Q How much more crude would this 6-inch line put through 


if you operated your line at 1600 pounds instead of 900 
pounds, which I understand you operzte: it at? 

A Ido mt know, sir. i have not calculated it. 

Q. It would be co-siderably more? 

4 if the line would stand it, it naturally would be more. 

q The line was designed as a first-class line? 

A Cy eyes, 4917 

Tecpeana. turwas a weldéd. line? 


OO ne ae 


ei. what is the capacity in pressure of your pumps at the 
pumping station in Turner Valley? 

A The fluid ends? 

a Yes? 

&.  b,OCOcpounds. 

Q. So that with your present equipment you are only able to 
push Seeestielh crude oe a rate of 1,000 pounds at the: 
Turner Valley? 

A ¥2s6,, Sim. That might mean a very much higher pressure 


here. 
Beg. pardon? 
That pena mean a very much higher pressure here. 
Q Beg pardon? | | 
A That might mean.a very much higher -ressure at the C-lgary 
end, providing the line stopned, had a plug in it. 


Say anyone shuts the valve on it, you would have 900 
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pounds hydrostatic head in addition to your 1,000 
pounds pump pressure at that end. 

Whut 1S the pressure at the end of the line, what is 
the pressure drop through the line? 

That is variable, sir. 

Variable? 

Yes. 

What is your average pressure drop? 

it would be in the neighbourhood of 900 pounds, because 
it is flowing into an open tank, that is, without any 
appreciable pressure. 

So that if you took another pump and put it in the centre 
of the line and picked it un at whatever pressure drop 
existed at that ooint, ‘nd re-nressured it into Calgary, 


VomtouEC OOcst the canscity of this’ line considerably? 


To some extent, yes. You would require some tanks though, 


I assume. 

You would require some tanks to nick up the pump? 
That would be the nolicy along the line where you aré 
putting in different pumping statiom, that you would 
have some tankage, along the line of your other pump 
stations. . 

if you do that you could boost the capacity of this 
particular line at De ea einatsity less cost than you 
would have if you had to put it through another line. 
an other words, ‘to build another line to take care of 
any insufficiency in capacity? 

Mr. tlotkins, we considered that before we built this 
6-inceh line, yet that would be adviseble to do, and 
it wis very carefully gone into and it was considered 


very insdvisable to do it. 
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Q Yes, with the 4-inch line? 
A With the two 44indh lines. 


Becausé there were mechanical diffioulties? 


> 


b> 


Oh, noy nO more sd than there would be with the 6-inch,. 
That would be a great deal mdre operation aha it would 
entail a large expenditute: One pump, sit, would not 
dOraite To uo a thing like that you must carry a stand-by 
right there and build it double so that you must keep 
your line in operation; otherwise, that would be a 
stopper in your line. 
Q We will leave that sub ject for a moment, and see what it 


really means..... 


THE CHAT RMAN: I think we will have to come 
back, 
MR. NOLAN: purely ir. Plotkhine Teme 


going to gause the Commission to come back again to-night. 
of necessity his questio s must nar be limited, the 
ground having been-covered so fully in the last eight 
weeks. | 

MR. FLOTKINS: T6290: mt. think, oi. (Caaseoaa. 
lo teen to take me very Long. 

THE CHATRM:N: You understand, ti. Plotkins, 
we do not want to give even thé faintest appearance of 
cutting you off. But you understand that every oppar tunity 
of argument is going to be open to you. it is nob. of 
any use arguing anything out with this witness. We will 
hear you on argument. As this witnoss has already said 
with regard to tide line that they think they are 
operating it as efficiently as they can with safety. 

At least putting through as much. 


A We do, sir, with safety. 
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Q Putting through as much oil as they can with safety. 
They won't take the responsibility of putting through 
any more. It may be that if the line will stand 
a certain pressure, something more will go through it, 
but any amount of argument with this witness will 
mean nothing. He says "That is all we can do 


efficiently and safely." 


(Page 5039 follows.) 
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Q Mre Coultis, are you called upon at certain times of 
the year to put through as much as 20,000 barrels a 
day? 

A Z never put through 30,000 barrels. 


Q Well what is the maximum you put through? 
A The maximum in one day? 
Yes? 
A Was slightly over 29,000 area and We Were never 


able to duplicate it; everything clicked for 24 hours 
without a stop or a valW needing adjustment but I 
never repeated it. 

Q Now if the Imperial Oil and the British American and 
the Lion Oil Company got together and decided to 
forget that there was a pipe line with a capacity of 
40,000 and made up their minds that there was a pipe 
line with a capacity of 15,000 or 17,500, they would 
make their nominations to the Board accordingly, because 
they would then know that it would be impossible for 
them to rely on the pipe lines transporting any more 
during the peak season,. and then the Conservation 
Board would cause the field to produce that much oil 
and you would transport that oil on a uniform, more or 


less uniform basis throughout the year, is that not so? 


A That would be a nice operation. 
Q Yes, so that the reason that you are compelled at times 


to carry considerably more oil than can be carried by 
this one six-inch line is because of the action of the 
Conservation Board and of the action of the companies 
themselves, in making these nominations in the way in 


which they do make them? 
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In other words the refineries would supply all the 
tascage they require for over the entire year. 

Well it would not be a problem of the pipe line, 

would it? 

Oh no, no. 

It is because the refineries choose to handle the 

Market in the way they do handle it and cause the 
Conservation Board to make the nominations and the 

production on that basis, that the pipe line is called 

upon to have peaks ups and downs? 

Yes, in other words, it would be a nize thing if the 
Gas Company would take their gas over a uniform basis 
and not have extra pipe lines. 

That is a different thing, the Gas Company, the total 

1933 throughput of light products amounted to approx- 
imately 173% of the total? 

I cannot answer that, sir. I have not verified that 
On percentages. 

THE CHAIR:AN: The figures are there. 

MR. PLOTKINS: Now there is another matter, lir. 
Nolan suggested yesterday to me that the « and 3 and 

4 inch lines averaged. the book value average $1.75 

a foot? 

Re NOLAN: $1.12 per foot. 

Chi Gisele, tam sorry - 

Referring to. 

The gathering lines? 


The gathering lines. 


wMRe PLOTKINS: That is all I have to ask. 
TH! CHA IkwiAN: Well gentlemen, what have you to say 


as to when we should resume on your argument? 
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MR. FRAWLEY: You see this is the situation, sir, 
let us make the first assumption, that we do not work 
tomorrow and start on Monday, that gives us Monday, 
Tuesday and Wednesday to go over this evidence. Well 
that is certainly littls enough. 
My suggestion would be to sit not before Thursday but 
of course any other suggestion, certainly there is the 
Other week-end, tire Chairman, which you desire to 
avoid and I am as axious as anyone to get on. 
THA CHA IRWAN: I want to feel, - and I am sure every 
body does,.~ that ape are thoough with this by the first 


of the month if at all possible. 


Wie FRAWLEY: By the first of the month. 

THE CHAIRMAN: Yes. 

MRo FRAWLEY: Well starting next Thursday. 

THE CHATRVAN: LT am not under any delusions that 


argument can be made in a few hours either and do 
justics to the case. 

MR. FRAWLEY: No. 

TH CHAIRMAN: You have to review every point of 
view, Mr. Nolan and Nr. Harvie,so I imagine it will take 
quite some time. Our owm hope was, and not that we 
would Yenture to suggest to distinguish Counsel who 
are before us how they should present the argument, 
not at all, but we do feel it would be very helpful to 
us if it were approached from the stancpoint of what 
findings we must make to come to a right conclusion 
and each one of those findings dealt with according to 
the point of view of the person making the submissions 


in argument but that of course is a matter for Counsel 


and not for us. 
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MRe FRAWLEY: Yes, well that was my idea and 
perhaps iire Nolan's. | 

THY CHAIRMAN: vell gentlemen, have you anything 

to offer, ir. Nolan? } 

MRe NOLAN: No, except if I was asked for my 
opinion I would ask for one week from next ijonday for 
preparation of the argument. I do not think with the 
amount of material we have to go through and the number 
of pages of evidence, and the necessary references to 
the 200 Exhibits or some of them at least, that it is 
pessible to do it in less time than that irrespective 

of the cases that we mayzy want to consider. 

like FRAWLEY: Yes, even apart from tho cases which 
we think we should look at. 

luk e NOLAN ; I know the position that the Conm- 
mission is in but if we are going to have argument it 
ought to be worth while. 

THis CHA IRMAN: Is that your feeling too, Mr. Harvie? 
MRe HaRVIn: Yes, I do feel that, there are a lot 
of Exhibits and really 4 great deal of work to do. 

TH CH [Ric : aoe eo es 

iMRe PLOTKINS: TI have no views in the mattere because 


t do not propose to deal with it exhaustively. It is not 


my province. 


THs CHA IniAN: You are making a very good Job or) it. 
MA JOR LIPSHETT: One branch of it, you seem to be 
very much interested in, Mr. Plotkins, I should think. 
TH CHATBLAL: Could we make a suggestion of 
Friday? 


MR. FRAWLEY: Jell we could hardly make much of a 
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may know in the main what your submission ig going to 


be to this Commission as Commission Counsel. 


MR. FRAWLEY: Yes. 
THs CHAIRMAN: Mind you, we will hear argument 


fra those who are representing parties in interest 

and so I say quite frankly we will want to hear you at 
the end, as presumably having no interest, to make such 
observations as you would like to make as a lawyer would 
in reply ina matter in litigation but a reply which 
favours no one but which is dictated by your gadeana ee 
and your conscience. Now if that view is acceptable 
would you not be able to proceed by Friday morning with 
that preliminary opening? 

MRe FRAWL HY: Having in mind that I can pick it 
up and speak last, I think perhaps I could. 

THE CHAIRMAN: Oh yen, CL merely think. 1t.28 anced 
vantage to other Counsel that you shou-d speak first. 
The Commission will require you to spsak last as Com- 
mission Counsel. Anyway that is always done so far as 
I know. It has always been done by me and I see no 
reason to depart from that practice now; 

MRe FRAWLEY: L think that will be all right then. 


THS CHATRMAN; We will adjourn until Friday morning. 


(The Investigation was here adjourned until Friday more 
ring © L020 hs MM February 24th, 1939, form arzuacaulto 


be presented). 
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24th February, 1939. 
10.3 A.M. Session. 


Like FRA LY: Mr. Chairman, we were to 
meet this morning to hear argument and I was to begin, 
but I am forced to request the Commission to give me 

an adjournment until Monday morning to complete the 
preparation of what I have to ssy. I have communicated 
With’ tie other people. well, frankly I was not able to 
get Mr. Nolan this morning, but he is aware of the fact 
that I was to request, either formally or informelly, 
the Board for an adjournment and I am sire he has no 
objestion. if communicated with tir. Harvie and Mr. 
Plotkins end they are both agreeable to the adjournment. 
THis CHL IRMANs Now you will be ready ta 


roceed on Monday morning? 
ev g 


Friay ere das ee Yes. 
THE CHAIRMAN: Will you let all Counsel 


know that the argument will proceed continuously after 
that? 

MR. FRALEY: After that, and I will 

make doubly sure that they know, but there has never been 
@ny guesticn that they would not be ready. 

TH: CHAIRMAN: I think that perhaps there 
should be an intimation to all Counsel when we start tu 
hear argument on Monday that we sre going right through 
and it will be our misfortune if anybody is not able to 
argue, we will have to dispose of the matter without 
hearing then. 

MR. FRALEY: I will tell them that. 

THE CHAIRMAN: So we are starting on Monuay 
morning. Mow, while Mr. Glapperton has not produced any 


other witnesses, perhaps he should be notified, if he 
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has any observations to make, Mr. Frawley. 

Mm. FRAULSY: Yes. 

THS CH& IRMAN: You will remember also 
that Mir. Fenerty cross-examined witnesses. 

MR. FRA LY: Yes, I notified him and 
I was later advised that he would not he appearing. 
TH CHA YHA: Then we will say Monday 


morning at 10.80 o'clock. 


Mite, (he Ly t Thank you. 


(An adjournment was here taken of the Inquiry, to be 


resumed at 10.30 A.M. Monday, February 27th, 1939). 
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Mn. NOLAN: hire Chairman, before we bagin I 
would like to ask permission to have Mr. Ghambers as- 
sociated with me on the argument. 

Mire FRAWLEY: lire Chairman and Mr. Commissioner, 

I have prepared an outline of what in my submission the 
Commission must find and I made some copies of that and 
have asked the reporter to hand tne copies to youe In 
that, I might run very briefly over that, I have ccn« 
ceived it to be the duty of the Commission that they must 
fims% find the life cf the field, that then they must 
find the amount of the capital investment which the cvum- 
pany has in its pipeline; that they then must find the 
fair and equitable cost for transporting a barrel of crude 
oil in the year 1938; that they must then find or make an 
estimate of the rate for the year 1939 and you will note 
I say advisedly in my submission for the year 1989; that 
they then must give some consideration too,--~ and these 
remaining metters are perhaps of secondary importance 

but I think they, in my submission they must be dealt with 
by the Commission, = that is the proper treatment tc be 
given the pipeline losses, I mean the deductions made for 
pipeline losses; they must make some finding with respect 
to terminal storage acd you will observe, aire Chairman, 
as I go through my argument that I draw a distinction in 
the terminal storage situation as between 1988 and 1939, 
IT mean by that I think different considerations apply but 
I think the matter of permanent storage must be dealt 
with and then finally I think the Commission must give 
some consideration to the Order-in-Council which brings 


up the question of the discrimination and I propose to 
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deal with those in the following order, I prupose to 
deal with the life of the field first, then with the 
proper determination of the rate base, then with the 
pipeline cost or the rate for 1938, then with the pipe- 
line rate or cost for 1939, then following on after 

that the other matters of past profits, pipeline losges, 
terminal storage and discrimination. I say that now be- 
Gause you will observe, sir, that past profits is item 
Number 3 in my skeleton cutline but it will not be dealt 
with as Number 3, it will be dealt with just a little 
later on. 

Now proceeding with the very major matter of the life 
of the field itself, in my submission the Commission can= 
not escape determining the life of tho field notwithstand- 
ing the fact that there is evidence before the Commission 
that one need not go to the life of the field, one need 
not be concerned with determining the life of the field, 
thas it is quite sufficient to arrive by sbome other con- 
siderations at the proper period of time within which to 
permit this company to amortize its pipeline investment. 
That is one view, and then there is the middle view, the 
midile ground, that it is only necessary to determine the 
life of the proven area. I reject in my submission both 
cf those propositicns ard I say that the Commission must 
do the first task, however difficult it may be, to en~ 
€eavour, in its best judgment to determine the whole life 
of the field because of this, we know that we have a pipe 
line there that will last for a long, long time. I think 
really that is the consideration which is of importance 
and it may last longer than the prover area, accepting for 


the moment, before I go into the discussion at all, accept@- 
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J.J-Frawley Me 
ing if we do Dr- Link's and Mr. Daviest view of the life 
of the proven field, 2 or 3 years, we have a pipeline 
which is going to last a great deal longer than that and 
then we would be in the impossible position of having, 
with full knowledge of the facts that the pipeline will 
last for a much longer time, stopped short, very far short, 
of our completes duty of only having regard to the proven 
life of the field, it would result in something like this, 
the company would be allowed to amortize its investment 
on say 2 to & years and that woulda be a tremendous amnual 
charge to place upon the present users, if, always assum= 
ing of course that there will be something there beyond 
the present proven life and the presently drilled area. 
Now that is a fundamental assumption that I think is a 
sane and sensible one: There are many wells there drill- 
ing each day. each six months, each quarter year, new com 
pletions are coming in and in view of this progressive 
state of development it is quite impossible for the Com- 
mission to stop and say “only where the drill has gone will 
we have any regard to it”, sg0 my first proposition then is 
that the Commission muss proceed to determine the complete, 
the whole life of what has been described here as the 
Turner Valley field. 

Now in tnat the Gommission has some conflicting evidence. 
They have to vind the life of the field cn the evidence of 
Dr. Boatright, Mr, Davies, Dr. Link, Mr. Gill, Mr. Shaw, 
and Mr. Deussen. 

Now I think it wall to review just briefly the 
evidence given by tnoce men 860 that there will be before 

the Commission at least some submission with respect to 


what those men saye 
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Dv. Boatright's evidence as to the life of the field 
is found running through the first volumes or so and in 
volums 2, at pages 132, 133, 138 ana 141, Dr. Boatright 
Summarizes, Dr. Boatright, you will recall, 2ixrst ‘sum 
farized his findings, volume 2, pages 132, 133, 138 ana 
141. I have just picked those out as containing the 
high-lights cf his summary. He divides the field into 
three parts, first the gas area, which he places above 
the 2,000 foot contour line and which in his estimation 
comprises 10,000 acres and which he shows in yellow on 
the three maps, Exhibits 2, 3 and 4, which he submitted. 
Now in a sense it is unfortunate that he used three maps, 
one follows from the top to the bottom of the other and 
probably when the Commission is considering these maps 
it would) be well to put them all on one card, but in any 
event he has shown in yellow, and of course one map runs 
into the other, he has show the gas area as above the 
2000 foot contour line. Now from what I understand, a 
contour line, it ig simply a line which means nothing so 
far as the suvface is concerned but which is intended to 
interpret the subsurface conditions, that is his gas area.- 
Phen his oil area which he says comprises 10,000 acres, 
that lies between the 2000 foot contour line and the 4000 
foot contour line and that is shown in green on Dr. Boat- 
right's map- Now he has thirdly what he calls the possible 
oil area" and. that comprises 5,000 acres and lies below the 
4000 foot contour lins and that is shown in blue or purple, 
really purple I think, on his mep. His conclusion is that 
the total oil reserves are 171 million barrels, which at a 
yearly withdrawal of 6 million barrels gives a life timo of 


26.8 years or say 27 years from the 1st January, 19S%% 
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The Commission will find that particular statement in 
Volume 7 at page 674. Applying a safety factor of 70% 
for pipeline rate purposes Dr. Boatright's opinion is 
that the life to be assigned to the field is i8.9 years 
or Bay 19 years. That ina word is Dr. Boatright's 
opinion. 

Dr. Link gave evidence with respect to the geology of 
Turner Valley. His ovidence is largely found in his 
report Exhibit 18. Dr. Link put the boundary line, he 
proceeds to divide the field too, he puts the boundary 
line between the gas area and the crude area at the 1700 
foot contour line, something short of where Dr. Boatright 
put ite The crude o11 area in his opinion lies between 
that 1700 foot contour line and the 4500 foot contour line. 
Dr. Link says that to-date 5623 acres have been definitely 
proven and the recovery per acre in that area is 7300 bar-= 
rels per acre or 26,447,900 barrels, that he says is the 
total original reserves, including & million barrels al- 
ready protuced. Then he mekes a further distinction that 
of the 3623 acres that he says are definitely proven, 

310 acres must be deducted because they have been proven 
by the drill to be barren. Then there is this important 
thing to note about Dr. Link's evidence, that lying be-= 
tween the 1700 foot contour line and the 4500 foot contour 
line are 13254 acres which may be oil bearing but with 
respect to which Dr. Link expresses no opinion. I will 
deal with that a little later on more fully. 

lire Davies! evidence is found largely in Volume 34, 
pages 268 to 277, I mean just that short passage gives 


the summary of his pesition. He divices the field into 
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two areas, area "A" which comprises 1670 acres with 
6263.2 Larrels per acre total original reserve; area 
"BY 1085 acres with an estimate original reserve of 
1,725.6 barrels per acve; adding areas "A" and "pt 
Mr> Davies obtéined 8028.8 barrels per acre, he adds 
666 acres in the South end which he regards as of the 
Same potential per acre, namely 8028.8 barrels, he then 
again adds 202 acres being the Advance 5-A, iiodel 1 anda 
Royalite 29 ervas, and he estimates a reserve in that 
particular area of 6,203.2 barrels per acre. 

in the result hir. Davies obtains the following: 
1670 acres in area "A", 10,459,544 barrels; 1085 acres 
ener eow Dt. 8.721, 856 barrels: 66 acres, 5,347,247 
barrels; 202 acres, 1.265,166 barrels; 210 acres condemned, 
Bil, voralling | therefore, 4,953 acres, totalling 
25,785,314 barrels less what has been produced to the glst 
O¢ Oereber, 1968, 7,807,082 barrels, that deaves 
ive pecccuwarrers.! Or. 6,000 barrels, per aere’ original 
recoverable in the explored area; at 5 and a half million 
yearly withdrawal hir- Davies estimates the reserves at 
two years. Now he obtains the figure of 2 years by 
dividing approximately 12 million barrels by the difference 
between the total recoverable of 6&,7€8,4514 barrels less 
the 5,347,247 in the 660 acres and subtracting from the 
said £0 million roughly the production to-date, namely 
7,807,082 barrels, leaving appv crimately 14 million and 
he roughly divides 14 million ty 5 anc a hal” pon 
and obtains the 2 years: Then Nr. Davies adds a third 
year from the 666 acres now being drilled, you will re- 


call that in the calculation which I just gave you it 
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was deducted, he gets a third year out of the 666 acres 
now being drilled. iir. Davies finally says tt the 
area left to be explored is 13.922 acres. Mr. Link, Dr. 
Link, says that the remaining area is 13.254 ecres with 
« respect to those 13 thousand odd acres lire Davies ex- 

presses no opinion. at page 303, I have quoted what he 
says about the life of the field in his own words, he 
Saye: 

"Two years certain you can put your hands on; 

one year that is highly probable, almost certain. 

The balance depends entirely on the rate of drile 

ling new wells. The rate of drilling depends upon 

the funds available and that is completely outside 

the scope of my knowledge." 

Now the next witness that I want to summarize is Mir. 
Gill. 
MR. NOLAr: Mr. Frawley, you are not forgetting 
that Mre Davies did come back later? 
MR. FRAWLEY: Yes, quite so and I mention that. 
Now Mr. Stanley Gill, his evidence is found in Volume 11 
at page 1075. He divides the field into four areas, one 
the proven gas acreage, which he puts as above the 2000 
foot contour line and comprising 10,000 acres; (2) the. 
potentially productive oil area lying between the 2000 
foot and the 4000 foot baht Ste lines and comprising 13000 
acres, which he immediately divides into 5500 acres proven 
and 7500 acres probable; (3) the possible oii area lying 
between the 4500 foot and the 5590 foot contour line and 
comprising 6000 acres, or a total of 29,000 acres that Mr. 


Gill gives to the fieli. He estimates that there are 
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20,000 barrels per acre in the 5500 acres of proven, or 
110 million barrels. In the 7500 acres of probable he 
uses a figure of 10,000 barrels per acre and obtains 75 
million; in the 6,000 asves of possible cr probable he 
takes 5,000 barrels and obtains a total of 30 million or 
a total of 215 million barrels; then he subtracts 8 
million, already produced, and obtains a rough figure, an 
approximass figure of 2 million, or ct a yearly withdrawal 
of O apd eae haif million barrels, the field in Mr. Gill's 
Opinion has a life of 456 years. It will be recalled that 
he made no reduction in his lifetime for pipeline purposes. 
Mir. Se F. Shaw, his evidence is to be found on page 1060 
in Volume 11. Mr. Shaw divides the field into two areas, 
a proven area and a possible area. The proven area com- 
prises in his opinion from 3,000 to 4,000 acres with a ree 
coverable reserve of from 45 million to 80 million barrels. 
Then his second classifisation is the pcssible area which of 
course is inclusive of the proven area, that comprises from 
8,000 to 10,0U0 acres and contains from 120 million to 200 
million barrels of reserve. He then says he thinks at least 
one—half of the 8,000 acres which is his minimum figure for 
the possible area, will possibly be productive and so he 
gives +o the field a life of from 20 to JO years. That 
statement is found in Volume 11 at page 1068 and he also 
Bays that the figure of 20 to 30 years is one he would give 
to a banker. Phat sgtatenent is in volume 12 at page 1113. 
Then the remaining witness that was called with respect 
to the life of the field was Mr. Alexander Deussen. Mr. 
Deussen took Dr. Link's proven area of 3625 acres and 


estimates that it has produced to now 20% of its ultimate 
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produstion; that 80% remains to be produced. The pro 
duction to-date he found to be 7,474,578 barrels or an 
average per well in that area of 118,642 barrels, this 
being on his assumption of 20%. He estimates the total 
production from this area will be 593,215 barrlexs or 
10,312 barrels per acre or 29,898,027 barrels of reserve 
in the proven arsa. 

Mr. Deussen takes the probable area to be 9,249 acres, 
being 10,000 acres less 309 acres which have been con- 
domned, and he estimates the production in that area of 
9,249 acres at 10,000 barrels per acre or 92,492,000 
barrels; adding the probable area to the prover area he 
obtains a total reserve of 122,388,027 barrels, which or 
a vearly withdrawal cf 53 million barrels gives the field 
a lifetime of 22.8 ysars but for the purposes of this Com- 
mission, for investment ourposes, Mr. Deussen says that that 
figure of 22.3 must be reduced to 10 years. 

Now that igs a brief summary of the opinions, the result of 
the opinions given to the Commission by the geologists and 
engineers called and I would like to deal in just a little 
more detail with the evidence of each cf those. 

Dealing first with Dr. Boatright. Dr- Boatright came to 
the Commigsion and gave his estimate of the recoverable rex 
serves after as he said, considerable study as to the 6s- 
peniiel geological data and to pertinent eng ineering 
practices required to arrive at an accurate estimate. Dr. 
Boatright'ts method may be briefly described as follows; 
LELACPY 4) 6 found that the average porous section of the 
limestone was 170 fset and thet the average porosity was 
5%, which meant, he says, that there was an 8-foot Cavern 


for the storage of oil, gas or water. That statement was 
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made on page 141. 

Secondly he used a gas-oil ratio of 1700 cubic feet per 
barrel, which was the average gas-oil ratio of all wells 
with gas-oil ratios of under 4,000 cubic feet per barrel. 

Thirdly, his findings to this point meant that 55% of 
the 8-foot of pore space had oil in it; the rest of the 
space was gase 

Fourthly, he then eatimates that 50% of the oil will be 
recovered, which means that t* obtain the number of bar- 
rels per acre one multiplies 43,560 feet by 8 feet, divided 
by 5.6, that equals 62,250 barrels, so that means that there 


are 62,230 barrels of space under each acre in the oil area. 


(Go to number 5057} 
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He finds to this point that 55% of the 8 foot of 
porous space had oil in it, and that 50% of this is all 
that will be recovered, and in that way he gets 17,113 
barrels per acre recoverable from the oil area. He 
reduced his figure of 62,250 barrels to 17,113 barrels 
per acre of oil recoverable from the oil area. He then 
applies this calculation of 17,000 barrels times 10,000 
acres, 170,000.000 barrels. He adds the barrels of gasoline 
and naphtha originally in the structure, which he determined 
from a calculation and estimate of the original gas reserves. 
And these barrels of naphtha and gasoline originally in the 
structure anount to 14,000,000 berrels. In other words 
there is a total oil, gasoline and naphtha of 184,000,000 
barrels. He then subtracts the barrels already produced - 
and he refexs to eed Wit "2" which shows the production 
trom the Turner Valley field to date, and obteins this -14,000,00 
barrels and he therefore found the total reserve as of the 
ieune: Wenvery. ose, jor 71,000,000 barrels; or” at a. dathy 
withdrawal of 10,000 barrels, gives a lifetime of S61 years. 
Lt will bs noted at once for pipe line purposes Dr. Boatright 
estimates the life of the field skould be reduced to 20 years 
from, S15 years: He ee that statement at Volume 7, Page 
674. Then the Commission will recall br. Boatright had to 
be brought back and he says at Page 2659 in Volume 17, his 
attention wes celled to the fact his daily withdrawal figures 
of 15,000 barrels were inaccurete, when there was made a new 
calculation besed upon the 1968 withdrawals of 6,025,048 
barrels. He accordingly arrives at e life time of 26.8 years, 
or say 27 vears from ewiek of January, 1939, Applying the 
same satety factor of 70% for pipe line purposes the life time 


becomes 18.9 years or for the purposes of his opinion to the 
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Cummission I took it at 19 years. Now Dr. Boatright 

took pains to point out that what he has describe@ as 

the possible area Baan in purple on his map (#8xhibits 

mgt, "4" ond 5"), will edd 50% to his estimate of 

reserves, bringing the total reserves up tv 256,000,000 
barrels of oil. ‘That, as he points out, is a higher 

figure and was not used by him in arriving at nuee pind ou 

ef tbe Late simo-ot the field. He alsu points, out) and 

this will be found at Page 144, which should be ih the 

end Volume, he discusses the pressure drop method and 

shows that if he used that method it would have meant 

an estimate of 184,000 barrels per acre as against his 

62,000 barrels per acre for the oil area, that is barrels 

of space. &eain he points out this was not used by him 

in arriving at his estimate which he submitted. At Page 

146 there is a good summary by Dr. Boatright of his estimate 
of gas reserves,naphtha reserves and crude oil reserves, 

and at the risk of just a brief repetition I would like to 
give you that summary. His gas reserves. Original reserves 
in the g@s area of 10,000 acres were 1,400,000,000,000 

cubic feet, 1l1éss 942,000,000,000 cubic feet produced as 

of lst January 1938. So the remaining reserves in the 

gas eap were now put at 450,000,000,000 cubic feet. Secondly 
he deals with the naphtha reserves. There were 50 barrels 
per 1,000,000 cubic feat of gas originally. He multiplies 
that by 1,400,0900,000,000 cubic feet of gas and gets 70,000, 00) 
barrels as being the original reserve of naphtha and gasoline. 
When I say gasoline,iir. Chairman, you will understand that 
that is now speaking of the extractable gasoline by means 

of the absorption plants such as are being operated in 


Turner Valley. Then he says that only 20% of these reserves 
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are recoverable. Nov originally there were resovereble 
roserves then of 14,000,000 barrels. He says only 20% 
were ever recoverable of those 14,000,000 barrels of 
naphtha and gasoline, and less the 10,000,000 barrels 
already produced leaves 4,000,000 barrels, remaining 
recoverable reserves of naphtha and gasoline. And this 
is the recapitulation. He adds together these figures 
of the original reserves of oil in the oil area of 
170,000,000 barrels, original reserves of naphtha and 
gasoline in the gas cap 14,000,000 barrels, Total 
Liguids recoverable originally 184,000,000 barrels. 

Less oil, naphtha and gasoline produced 13,000,000 
barrels, leaving orude oil, nephtha and gasoline as of 
lst January, 1938, cf 171,000,000, or as i have already 
said 41 years at 15,000 barrels per day. This withdrawal 
per day was later corrected, resulting in a correction 
of the lifetime to 27 years, or which left, applying the 
safety factor of 70%, 19 years. I think it is desirable 
at this stage to call attention to the manner in which 
Dr. Boatright's areas and Dr. Link's areas agree. Dr. 
Bea tright took as the gas-oil contact line the boundary 
between the gas area and the oil area as the 2,000 feet 
eontour tine. . Dr. Link took the 1700 foot contour line. 
Dr. Link put the possibly productive area between the 
1700 foot contour line and the 4500 fnot contour line, 

a total ares of 17,187 acres. Dr. Boatright estimates 
10,000 acres as being probably productive, and 15,000 

as being possibly productive. As Dr. Boatright says 

at Page 555 of Volume 6, their ideas, that is his idea 
and Dr. Link's idea of the structure coincide fairly 


closely. Now a word should be said about the somewhat 


“ito at sled hi 


ho caliper 


i 


nny 


“aa hishaod, <2 ern at 3 
Bid PER ae ett qe 8, ‘a auger Yee pevicates a 
aay oi eat 4 ale nab abe at interacial : 


is 
oe ee 


wie es hi ( i uv 
OE fhe: “ett at fifo! te, serrseoy ~~ | 
ae ai cohuna TO RY paar. ie ; rr) sbieerad she 
“ i f Cae 1 = se per) f ee 


‘teet Ce steered ,0 ob ood ent ahs aes act ae 
«| ye contest yoo oGb. Me white bat ag gite é 


eNO, Kir Piaou® Oud, ete Sov 
7 he 


ost com im ea f nd pit oleae 


US Be ees 


Viet te ave a ew te Menem ne % Ltuied XU 


Fy : } 
hal 


sh 


kot “abt sang ‘acy » sell aa 


ae “ea abs, 9! ight a ae 
“ cealaeaegae ‘ate sosagafh tone 


a 
Hy " A y at me 


fe," geen ‘ae sata me ies 


in , savy 


38 ean a rend 
5. 2010 ai iidiae saat ; 


ett! 


ALS. Qa ake set 
eae yt ales at 


7 
oe 
” 


Tie), 


-5060- 
J.J.Feawley. 


controversial question of porosity which Dr. Boa tright 
used. He took the percentage of pornsity in the Spy 
Hill well at various depths, and found a total porous 
section of 78 feet with an average porosity of 9.6% 
or 7$ feet. His estimate of an average of 8 foot 
porous section was based upon the foregoing data - 
data from the Spy Hill well - followed by an examin- 
ation of the cuttings fTrom 61 wells. He states 
that at Page 555, Volume 6. Dr. Boatright says at 
Page 557 that his estimate is in reality confirmed by 
Dr. Link who found a 50 foot porous section with 8% 
porosity which was saturated with oil - 8% times 50 
feet, or a gas-oil saturated section of approximately 
4 feet. in Dr. Boatright's calculations he used 
a LOved vould isectiion of 8 feet, but multiplied Mt) iby 
a formation factor of 45%, which was the same thing 
as stating that his cil saturated seetion amounted to 
4% feet of void space on the average throughout the 
field. In other words, Dr. Boatright's 4% feet 
compares with Dr. Link's 4 feet, which was something 
that Dr. Boatright called attention to as you will 
remember. At Page 1189, Volume 1%, Dr. Boatright 
calls attention to the fact that his porosity method 
was @ most conservative one, and that the other methods 
used by the other geologists could be interpreted 
to give results much higher than those which he 
obteined. 

Dr.) Gink. es it must I think be stated / 
frankly in discussing Dr. Link's evidence, he did not 


venture an opinion of the kind which in my mind it is 
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obvious that the Commission must have in endeavouring 

to arrive at the life time of the field for the purposes 
bbe tizing pipes (line rate. He gave to tho Commission 
én opinion with respect to 3,623 acres in the drilled and 
abslutely proven area of the field. He used that 
expression himself. His method vas to take four wells 
in the South end of the field in what was admittedly a 
closely drilled area. His promise was the proposition 
that two-thirds of a well's potential oil is recovered 
duving the first two years of its lifes. He head much 
dane Lor tnat premise. But that was his premise, that 
two-thirds of the well's potential is recovered during 
the first two years of its life. You: will find that 
premise given at Page 188 in Volume 2. Now those were 
the welis which Dr. Link took as typical wells upon 
Waich wie founded his) opinion later. Turner Valley 
Royalites.in the first two years that well has produced 
465,000 barrels, with une-thirs more added makes a totel 
recoverable of 620,000 barrels. At 40 acres to the well, 
this. 2ives 15, 000 parrels.per acre. Dr. Link calls 
attention to the fact that this is one of the highest 
recoveries because there were no offset wells there for 

a long time at least. Phe ine we: Welle dis Devt Hig ais 

St the end of two years there will be produced 500,000 
harrels. The total production will be 450,000 barrels, 

on the same premise, or 8,700 barrels per acre. The 
next well is Sterling Facific 3. wor. Link places the 
recoverable at 3000 barrels per acre, using the same 
formula aS in the cther two wells. The 4th well is 

Vest Flank 1, and using the same formula he arrives 


at a recoverable of 2500 barrels per acre. He averages 
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those four wells and obteéins a recoverable per acre of 
7300 barrels. Dr. Link then applies this recoverable 
figure of 7300 barrels per acre obtained from these 

four wells to 3,441 acres, which is shown on his map, 
Exhibit "7", in red, and that multiplied out gives 

poy tiO,ouu barrels, “Ll say that multiplies’ ott. . That 

is the figure for the recoverable at least of 3,421 
acres. He takes away from that figure the barrels 
produced to date 8,000,000 barrels, and that leaves 

him as a recoverable for whet he calls in his evidence 
the dark red area, of 17,973,500 barrels. So my top 
figure is wrong. The nett, without stopping to work 
the calculation out, Then after he deducts that 8,000,000 
he gets a recoverable of 17,973,500 barrels. That he 

says 18 Still to be recovered. He then adds the areas 
around the following wells, Model 1, Royalite 29, 
Advance 5A and Home-Millarville 2, and by aduing that 

he brings his 3,421 acres to 5,623 acres. He uses 

the same barrels per acre figure, 7,500 barrels, and 

he gets 26,447,900 barrels, which he puts at 25,000,000 
barrels roughly. He then takes away the 8,000,000 
barrels produced and finds there are still to be produced 
17,000,000 barrels. That is the figure which Dr. Link 
leaves with the Commission. He then says that the rest 
of the area between the 1700 foot and the 4500 foot 
contour lines, or 13,254 acres, may prove to be oil bearing 
but he prefers to give no opinion because the area has 
not- yer deen drilled. Dr. Link's entire area both 
possible and proven, amounts to 17,187 ecres, which is 


somewhat more than Dr. Boatright's. His contour lines 
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or the contour lines established by both Dr. Lknk and 
Dr. Boatright are almost identical, the chief difference 
being that Dr. Boatright extended his line throughout 
the whole Turner Valley and Dr. Link did not. That 
Statement is tade at faze 197, Volume 2. That is also 
s86on, of course, by reference to Dr. Lhink's map. Dr. 
Boatright oxtended these contour lines through the whole 
field. Dr. Boatright's maps, txhibits "3", "4" and "5", 
heii sie, 26) Exhipit "7". It wes pointed out 
during crossexamination too that Dr. Link's wells, 
Turner Valley Royalties, B. & B. 1, Sterling Pacific 
4 and est Flank 1, of these four B. & B., Turner Valley 
Royalties and ‘est Flank were draining 20 acres, and if 
20 acres rather than 40 were ascribed to them, it would 
have the effect of dobbling perhaps or greatly increasing 
Dr. Link's barrels per acre figure. That evidence you 
will find at Page 218. At Page 214 it certainly must 
be said, as my friend called attention to a moment ago, 
that Dr. Link wanted to make it clear he was not con- 
demning the area with respect to which he had not given 
any opinion. He simply states that the area has to be 
drilled to find out its recoverable. His answer 28> 
"No, I am not condemning the area. If we did, why, we 
ve would give up all our leases." Perhaps in that 
Gonnection it should be pointed out that at Page 225 
and Exhibit "41", evidence is given that the Royalite 
Company has 5,200 acres in Dr. Link's possible area. 

Nov at Page 245, I think it is worth while calling 
the Gommission's attention to the calculation which 
Dr. Link and Dr. Boatright made on that page. That 


calculation consisted of, or is based upon crude at 
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ple20 per barrel. Royalties at 18. Drilling coéts 

at 8165, 000.00 per well, which was the figure that 

Mr. Davies gave. Production at 3000 barrels per well 
with the overhead cost at 10 cents per barrel, and 
pumping cost at 50 cents per barrel. That would bring 
the margin of profit down to 10, and Dr. hink agrees 
that his Company would not go into the highly hazardous 
business of drilling for oil with a prospect of only 
obtaining 7000 barrels per acre. That statement is made 
at Page 247. 

At Page 1044 and 1045, Dr. Link when he was recalled, 
frankly stated what he desired the Gommission to understend 
from his evidence, and in answer to a question from the 
Chairman he said that he was very reluctant to make an 
estimate of the possible acreage, namely the 13,000 acres 
which he s@ys may or may not produce oil. 

At Pave 562 to 564, Dr. Boatright discusses the 
four wells which were used by Dr. Link. This was when 
Dr. Boatright vias giving evidence and commenting upon 
Dr. Link's evidence. Dr. Boatright shows that they 
were all in area "4", which wes part of a classification 
Submitted by Mr.Davies and which was an area with a 
high gaseoil ratio. Dr. Boatright further commented 
upon the individual wells, and indicated that Sterling 
Pacific wes on ths gas-oil contact line; that B. & Be 1 
had a high gas-oil ratio, and that ‘.est Flank was sur- 
patina’ by other producers. 

Now passing on to a brief resume of Mr.Davies' 
evidence. Mr. Davies was put forward by the Royalite 


Company to supplement the evidence of Dr. Link, and to 
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estimate more definitely the life of the field, using 
basically the geological data put in evidence by Dr. 
Link. s#ssentially his method of estimating was to 
examine the decline in pressures and in that way estimate 
the amount of production to be expected from the field 
after an examination of the performance of many wells. 
It must frenkiy be stated that tir. Davies had in maine 
his examination of the performance of many wells. He 
divides what he regards as the proven acreage into two 
areas, Area "4" and frea "B". s#rea "A" he said is also 
shown very well on his small map, which presumably the 
Commission will have to study carefully - it was filed 
by Mr. Davies as part of his Report, and -it formed 
Exhibit "23", and the Commission will remember that 
afterwards with the consent of the Royalite Company, 

or at least after having been shown to the Royalite 
Company before being put in evidence, as I recall, 
there vas superimposed upon the map a number of wells 
which had not been put in by Dr. Link when he prepared 
TGonotoetact De. tink did not. prepare it with that gn 
view. It was only a contour map. Mr. Davies used it 
to show his two areas, Area "A" in yellow und area "B" 
in red. Mr. Davies states that his Area "A" comprises 
1,670 acres. ¥rom that area 3,112.6 barrels of crude 
have already been produced per acre, and 5,150.6 
barrels of recove.ahle crude per acre are left, which 
gives a totel original recoverable reserve as 6,263.2 
barrels per acre. The reference tnere is Page «67 

and 268, and sxhibtit "19". That is Mr. Davies' Report. 


He says that Area "B" comprises 1,085 acres. 42 wells 
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had been drilled in that area and Mr. Davies finds 

the recovery of crude oil per aore was 1,765.6 barrels 
and he has assumed that area "B' will -produce 1,765 
barrels. Adding Areas "A" and "B" together, Mr. Davies 
obtains a recoverable per acre of 8,028.8 barrels per 
acre. Mr. Davies then adds 666 acres in the South end 
which he regards as of the same productivity as Area 

"B", namely 8,028.8 barrels per acre. He then adds again 
202 acres, being the area surrounding Jdvance 5 and 
Model 1 and Royalite 29, and puts the recovery at 6,263.2 
barrels per acre. 

Accordingly, Mr.Davies obtains a oalculation like 
this, 1670 acres, being Area "B", 10,459,544 barrels. 
1,085: acres’ in frea "BY", 8,711,356 barrels. 666 aores 
in the South end 5,347,247 barrels. 202 a: surrounding 
those particular wells which he regarded as productive 
1,265,166 barrels, and 310 acres, condemned, nil. Totelling 
3,935 acres, and the total barrelage 25,783,314 harrels. 
There has been produced to date, to at least,the dlst of 
October, 1938, which is the date to which Mr. Davies worked it 
7,807,082 barrels, leaving a totel of 17,976,252 barrels, 
or 6,555 barrels per acre in what he cells the explored 
area. Then to determine the life of the field, using 
5$ million barrels as the yearly withdrawal, Mr. Davies 
estimatos therefore the life of the field at 2 years, 
plus a third year from the 666 aores now being drilled. 
The area left to be explored amounts to 14,922 acres. 

Mr. Davies expresses no opinion upon the productivity Ox: 
those acres, subject to what he said when reealled. 


Mr.Davies is impressed by the expense of drilling. at 
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Page 504 be makes a calculation showing that $57,42C,000.00 
or $165,000.00 per well, would-be required to drill the 

448 wells which, in his opinion, would be required to 

drill up the 13,922 acres still left to be explored. 

At Page 304 he estimates that at 6,555 barrels per acre, 
and 46.6 acres to the well, the average recovery per 

well would be 3C5,463 barrels. 

“At Page 305 he states his opinion that 30 wells 
per year must be drilled on the basis of 40 acres per 
well to supply 6,000,000 barrels per year, at 4165,000.00 
per well. lir. Davies was taken, as the Commission will 
remember, through a very lengthy cross=examination by 
Dr. Boatright, and some propositions of interest and 
importance developed. 

At Pages 402 and 404 Mr.Davies was asked as to 
the time during which he made his calculation, September 
and October 1938. November. August roughly to November 
1938, ahd he admitted there that that period was a time 
in which the reservoir was ina state of flux, with 
widely varying bottom hole pressures, and widely varying 
gas-oil ratios. He made the point, which was made by 
other withesses, that at that time the Conservation Board 
had wisely or unwisely, had allowed anyway the field to 
produce up to market, and that had certain consequences 
Which Mr.Davies discussed very fully. But he did agree 
that the basis of his estimate, the gas-oil ratio, was 
a yery fluctuating condition. And at Page 457 he thinks 
it is correct to say that he used the gas-oil ratio of 
the field as a whole during an admittedly poor period 
of production in the field life and, therefore, not 


truly representative of the actual sub-surface condition. 
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Admittedly I am quoting from the language used by Dr. 
Boatright in questioning Mr. Davies., I simply want 
to céll attention to the fact there was that rather 
extraordinary period in the life of the field, and it 
was at that time, and it more or less had to be - I 
am making no point of the fact thet Mr. Davies went out 
and Gid this, he had his calculation to ee It was 
being made for the Company to be given as evidence before 
this Commission and he, therefore, took the last known 
recorded period in the records of the field, and I am 
certainly not for a moment saying he could have done 
anything else in the way he made his estimste, using 
that method of estimating. 

Now there is a short statement which I desire 
to call attention to at Page 517 in Volume 6. Mr. 
Davies states the method which he used to arrive at the 
number of barrels yet to »ve produced. This is really 
just what I have been saying, tr. Chairman. He took 
the volume of gas still in the ground which he obtained 
by multiplying the gas production up to Novemtw: 19388, 
by the ratio of the present bottom hole pressure, divided 
by the pressure drop. He then divided that by the gas- 
oil ratio in Oetober 1928, and in that way obtained the 
volume of oil still left in the ground. 

To get the same figure for arse "B" Mr.Davies 
says at Page 524 that he took a horseback figure of 
the amount of production which has alresdy been produced 
to date, and then added to that the production to date 
in area "A". 

The Commission will, perhaps, recall that there 


was a discussion between Dr. Boatright and iir.Davies with 
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respect to the lavies 2 well, and there seams to have been 
something useful developed out of tmt discussion. That 

is found on Page 456, and runs from Page 456 to Page 474 

in, Volume 5s oAt Dr. Roatright's request Mr. Davies made 
some calculations based upon the production at the Davies 

iow 2 well, and he agrees that the result of that calculation 
at that well gives 60,000 barrels of space per acre, as 
compared to Dr. Boatright's ovn estimate of 62,000 barrels 


of space per acre. 


(To to Page 5070). 
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Now, the next thing that 
I want to calk your attention to with respect to the 
evidence of Dr. link and Mr. Davies ig that I think it 
is important to call attention to the fact that Dr. Link 
and i'r. Davies omittcd for reasons which were certainly, 
I am quite sure, sufficient to themselves, certain wells 
from their consideration in arriving at thei Sonam 
The map, sxhibit "23", shows that the following wells, 
or the evidence shows, that the following wells were 
omitted and the map shows very plainly where they lie; 
now, these are the wells which were omitted fram —¥. 
Daviest and Dr. Link's calculations and the reason they 
were omitted they say is that at the time they were 
preparing their renorts or giving evidence they had not 
had thirty days' production, which they felt undoubtedly 
they needed to have before they brought them into their 
calculations, and those wells were Anglo I, West Turner 
5, Command and Producers! Crude. They are outside, 
and when I say they are left out of their calculations, 
that appears very clearly because the map, Exhibit "23", 
showing both the yellow and the red areas, Areas A and 
B, those wells which I have recited to the C ommission 
are entirely outside the yellow or the red, anglo I,. 
Command, Producers! Crude and West Turner 3. Now, the 
point I make there is that those wells were in production, 
admittedly for just a short time and for such a short 
time that in the opinions of those two witnesses they 
should not be taken into account, they were on pro- 
duction, - and I do not know that there is anything in 
they have done since then, but in 


evidence as to what 


my submission the Commission must take into account the 
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fact that they were omitted and I think it not an unfair 
conclusion to draw that if the performance of those 
wells had been taken into account by Dr. Link and Mr. 
Davies that their estimates would have been increased. 

Now, at page 505, Volume 5, 
Mr. Davies makes a further calculation .t Dr. Boatright's 
request sHowine that if he had applied his estimate of 
the per acre recovery in the already explored area, 
namely, 6,555 barrels per acre, to the 17,187 acres in 
Dr. Link's entire area, - and I really think this is 
an important deduction to draw, Mr. Chairman, - that 
if he had applied, that is just the 6,555, not the 8,028, 
but the lower of the two estimates which he offered 
to the Commission in his Areas A and B, that if he had 
applied that to the whole 17,000 acres whieh Dr. Link 
said was, might or might not produce oil, that he put 
as his vrobable, oossible, or his complete oil area, if 
he had done that, that he would have obtained a pro- 
duction of, a figure showing total production of 
112,438,785 barrels, would have been obtained, or at a 
yearly witharawal of . 5$ million barrels, 

Slightly under a life of 20 ytars. 

There is one more interchange 
between Dr. Boatright and Mr. Davies, to which I should 
like to call attention. At page 533 in Volume 6, 

Mr. Davies stated that he had, at Dr. Boatright’s 
request, made a calculation and had ascertained that 
the gas-oil ratio in Area B was one-sixth of the gas-oil 


ratio in Area A. I need hardly say, Mr. Chairman, that 
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those two areas are roughly the gas area and the oil area, 
the yellow being the gas area, the red being the oil 
area, and he said that he had found that the gas-oil 
ratio. in the yellow was one-sixth, rather that the gas- 
oil ratio in the oil area in the red Area B was one-sixth 
of the @as-oil ratio in the gas area, Area A, the yellow, 
and if Area A had a per acre recovery of 6,095 barrels 
per acre, then it was suggested to Mr. Davies by Dr. 
Boatright, and that is what he said, that Area A had a 
recovery per acre of 6,555, that is the yellow area, and 
that if it had one-sixth, six times the gas-oil ratio 
of area B, Dr. Boatright suggested that that premise 
would lead to the conclusion that one might presume that 
Area B should have a recovery per acre of approximately 
40,000 barrels per acre, which would give 4 per acre 
recovery of approximately 20,000 barrels per acre, of 
the two areas combined. 

Now, at page 2042 in Volume 14, 
hr. Davies was recalled to the stand by the Chairman 
and it was drawn to his attention that he had made no 
estimate of some ten thousand cTes. I presume that the 
reference there was to whatever area it was, some, really 
some thirteen thousand acres I think, with respect to 
which there had been no opinion. He then stated at 
page 2044, page 2044, beginning with his answer, or I 
will begin with the question of the Chairman : 

"QI gather from the number of experts who have 
spoken here, that it is the ordinary thing for 
those capable of doing it, professional men, 
to estimate reserves even although the drill 


has not proven then, is that in your view 
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iy understanding of the, my opinion is, that 
you distinguish between the twe. One is a 
proven thing. Now I gave the figure from 
25,000,000 barrels, that is absolutely proven 
in my opinion. 

yes, 

i gave as the nossible area ibates I myself 
think will be productive. 

Yes. 

Some additional 15,000 acres and the rate at 
which it would producs on the average with 
efficient operation would be something in the 
neighbourhood of 6800 barrels per acre, that 


is the average." 


which makes his whole answer read: 


"I gave as the possible area which I myself 
think will be productive some additional 13,000 
acres and the rate at which it would produce 

on the average with efficient operation would 
be something in the neighbourhood of 6800 
barrels per acre, that is the average. Joes 
that answer your question? 

Yes I think it does, 

To come to a definite number of years, I do not 
think anybody can say, my Lord, at all, because 
we are dealing with drilling programs which 
involve some 350 wells. 

It is a matter of arithmetic to work out the 
number of years if you agree that there is a 


certain withdrawal. 


whe 


vi 
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A Certainly my Lord." 

Now, I had calculation made 
showing that the length of life that would follow upon 
taking 13,000 acres at 6800 bartels ber acre, with a 
yearly withdrawal of 6,000,000 barrels, it works out 
at 14.6 years, and then adding +b that Mr. Daviest | 
earlier estimate of three years, we hdve 1416 plus 3; 
or 17.6 years. 

Now, just one further word 
with regard to Mr. Davies. In his cross-examination 
by Dr. Boatright following his answers which # have just 
quoted, which Were given *o the Chaiman, Mr. Davies 
gave it as his opinion that it was not profitable to 
drill up Turner Valiey reserves when the recovery per 
acre was 6800 barrels only. That will be found at 
page 2050, Volume 14. As against this statement, 
in addition 10 other er eres, of course, which was led 
to the Commission, there is, I wnt to call attention 
only at the moment,now, to the Hoyalite's programme 
itself, because the evidence has disclosed they are 
enbarking upon a rather extensive drilling programme in 
1939, and without presuming too much atall, it seems 
to me it is not unfair to assume that the company has 
more optimistic views of the recoverability oer acre. 
than the 6800 barrels per acre which Mr. Davies gave. 

I pass now to the evidence of Mr. Stanley Gill, 

Mr. Gill made an estimate of thirty-six years. His 
opinion is that the er ication of the porosity method 
is limite@, - and the Commission mst, I say, at once 


take that statement into account in arriving at the 
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value of Dr. Boatright's evidence and, indeed, I do 

not want to omit it,-indeed, to the evidence given 

by Or. Link with respect to the value of the porosity 
method. There was, of coursey a long and interesting 
eross-examination of Dr. ink by Dr. Boattight in 

Which authorities were exchanged between the two of them 
and the Commission will have to, of course, as it will 

to all the Witnesses, have to ascribe, give such weight 
to the evidence of the witnesses in the light, certainly, 
of their cross-examination, I mean by that Dr. Boatrightts 
cross-examination, of course, and of all other witnesses. 
Mr. Gill says that the application of the porosity method 
is limited but he think or says that he thinks Dr. 
Batright has adopted the only available method of 
estimating the porosity. That is found at page 1079, 
Volume il. Now, he says, Mr. Gill says that he favcurs 
the method of estimating reserves based upon a study 

of the decline of the production. He says, - might 1 
just stop to say, that up to date we have Dr. “oatright 
using the porosity method or evlling attention as he does 
im his own defence, you might say, of that method, that 
he considered and worked out the other methods and 

found that they ron to mich higher figures than the 
porosity method which he used. The porosity method 

by Dr. Boatright, decline of pressure, pressure drop 
method by Mr. Davies and now ir. Gill giving us the 
production decline methoa and he says that is what he 
favourse His exact words are "4 decline curve provides 
an adequate mathematical curve which van be extrapolated 


mathematically into future years with a great deal of 
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certainty." 

Naw, he does at page 1083, 
before he sroceeds to explain his own method Oss 
estimating reserves, he takes a moment, - and of course, 
you Will recall, Mr. Chairman, let me finish, he takes 
&@ moment to criticize Mr. Davies' method. Vou (@aey 
recall, of course, that Mr. Gill was brought here, 
perhaps, you might say largely, for the purpose of 
doing that. He was brought by a company, another »ro- 
ducing com-any in the Turner Velley field, the Anglo 
C-nadian, and he, before vroceeding, took the opportunity 
to say what he thought about field matters in ponenaty 
and you will find tht at page 1083. He says that the 
heavy withdrawals in September and October, 1938, left 
the reservoir unstable; also that pressures equalize 
slowly due to the low permeability in the Turner Valley 
reservoir. That is about all he says. He leaves 
it to be inferred from that, he leaves something to 
be inferred from that with respect to the weight to 
be given Mr. Davies' conclusions. 

Mr. Gill then takes a number 
of wells in the oil area and he works out logarithmic 
curves and he arrives at the following estimates of 
total production from each; B. & B. 825,000 barrels; 
Davies 2, 1,150,000 barrels; Foundation, 1,000,000 
barrels; Mon:reh, 680,000 barrels; Sterling Petree a, 
580 , 000 barrels?’ Sterling P..cific 4, 820,000 barrels; 
Sterling P.cific 5, 800,000 barrels; Turner Valley 
Royalties, 1,000,00C barrels; West Side, 800,000 


barrels; an 2verage of 835,000 barrels from those wells, 
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or an averate of 20,000 barrels per acre. 

Now, with that fundamental 
data, with that starting-noint. he »roceeds to 
estimate, he estimates twenty, that is the total that 
he finds, the total twenty, and all that he mon 
Mr. Chairman, is to take his maximum of twenty and 
apply it tO @ certain area, with half of that to 
another area and half of that again to another area, - 
he estimates 20,000 barrels per acre in his 5500 
acres of proven area, which gives 110,000,000 barrels; 
he estimates hal*® of that, or 10,000 barrels per acre 
tn his 750C acres of probable area, giving 75,000,000 
barrels; he estimates 5,000 barrels per acre in his 
6,000 acres of possible, giving 30.000,000 barrels; 
he thus arrives at a total of 215,000,000 barrels 
which in his own words he describes as "in extremely 
reasonable minimum anticipation of total recovery". 
From that there must be subtracted 8,000,000 barrels, 
which hes been oroauced, -~ what he does is actually 
subtract 15,000,000, which he practically doubles, 
and he comes to an anrroximate figure of 200,000,000 
barrels, or at five and a half million yearly withdrawal, 
a lifetime of thirty-six years. He gid not have on 
Opportunity of correcting his estimate with the larger 
yearly withdrawal of six million, but I presume that 
that is a simple calculation which the Comaission's 
accountant can jo for them if and when the occasion 
arises, and similarly, of course, the other people too 


did not, like Dr. Boatright, have an opportunity to 
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make their own corrections. 
Now, when questioned 

about that lifetime of thirty-six yecrs, Mp Ga ty 
said that the figure of thirty-six years was a 
definite estimate of the field's life and he did not 
wish to take anything from it at all for appraisal 
purposes or RIE purposes or investment purposes 
or anything of that kind. 

There is only one other 
thing which, perhaps, might be important as 1 view it, 
in Mr. Gill's evidence, and that is at page 1103, 
Which is also in volume 11, He calls attention to 
what he and Dr. Bostright called "The gravity factor" 
and he says that even without the driving force of gas, 
the down dip wells just above the water would nroduce 
over a very long period of time under gravity drainage 
from the great height of the oil column above it. 

Mr. Shaw was also called 

by the anglo Canadian Company and he gave evidence, 
His evidence is to be found in Volume ll, pages 10535 
to 1068, and in Voluma 12 at pages 1112 and 1113. 
Mr. Shaw's life of the field is twenty-two to thirty-six 
years, roughly given in his evidence as twonty to thirty 
years, and that is the figure which he would give to 
a Banker, presumably meaning by that for appraisal 
purposes or investment purposes. His opinion is that 
the proven area comprised three thousand to four thousand 
acres with recoverable reserves in that -zrea of from 
forty-five million to eighvy million barrels. The 


possible area, which obvionsly includes the proven area, 
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comprised from 8,000 to 10,000 acres and contains 
recoverable reserves od from one hundred and twenty 
million to two hundred million bzrrels. at page 1068 
he says he thinks at least one-half of the 8,000 acres, 
Which is the minimum ocresge of his vnossible acreage, 
would be possibly productive, which would give a life 
of from twenty to thirty years. 

Now, the Commission has heard 
only one more witness with regard to the life of the 
field, and that was Mr. Alexander Deussen, who was 
called by the Royalite Oil Company, and wir. Deussen 
obviously, and quite properly, availed himself of all 
of the material which had been prepared, the geological 
material which had been prepared by Dr. Link. He 
estimates that the wells in Dr. Link's proven area have 
now produced up to 20% of their ultimate production 
and that 80% remains tc be produced. That was the 
first and important step, of course, in Mr. Deussen's 
calculations. bara fun lamental. He finds that those 
wells in Dr. eget oven area have now oro duced 20% 
and 80% still remains to be produced. That proposition 
is stated at page 1135, in Volume le. He then examines 
sixty-three wells, which up to November 50th, 1938, 
had produced 7.474.578 barrels, or an average per well 
of 118,643 barrels, and it must be said that »tr. Deussen 
examined a sufficitly large number of wells. This 
amount, in my submission, this amount being 20% upon 
Mr. Deussen's assumpticr., 100% would be 593,215 barrels, 
fire tova! mareipiied Dy 3.625 acres equals 10,512 


barrels per acre, which is the per acre recoverable in 
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Mr. Deussen's opinion in the proven area. Mr. 
Deussen then does what Mr. Davies...... 


MR. NOLAN: Would you mind saying that 
again, you say that 593,215 barrels multiplied by 


OO Ole aie. eie 

MR. FRAWIAY : NO, 10. 

MR. NOLAN: That is what you said. 

MR. FRAWLEY: Yes, that ia right, this total 


of 595,215 barrels, I say multiplicd by 3,623 acres 
equals 10,312 barrels per acre, which is the per acre 
recoverable from the proven area, Now, whether my 
particular calculations are right or not, certainly, 
Mr. Nolan, he does say that the per acre recoverable 
in the proven area is 10,312 acres, 

MAJOR LIPSETT: You mean 10,312 barrels. 
MR. FRAULEY: 10,312 barrels, per acre. 
Sometimes it tera, Let Le. difficult te Pine ous 
they calculate it, but that, certainly, is Mr. Deussen's 
recoverable ner acre in the sroven area and that is 
important because he says that. 

Now, Mr. Deussen, unlike Mr, 

Davies and Dr. Link, proceeds to give the Commission 
the benefit of his view about the possible area and 

I think it might very well be properly said that the 
company and its counse! realized thit something of that 
sort should be added to the record because of the fact 
that the witnesses previously called for the company 
have stopped short, for very good reasons, and so Mr. 
Deussen came from Houston, Texas, to supplement the 


evidence and to give to the Commission the benefit of 
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his views with respect to the probable areas. Now, 

he says that the acreage in this possible or probable 
area is 9,249 acres and he estimates that the recover- 
able per acre is 10,000 barrels ver acre. Now, £ 

said a moment ago he used a figure in the recoverarble, 
he used that figure of 10,312, which he found was the 
recoverable in the proven area, but he does so when he 
assumes to talk abait probable area, he just says that 
he used the same figure as Mr. Gill used for that area. 
in any event, he uses 10,000 barrels per acre. Now, 
9,249 acres at 10,000 barrels per acre gives a figure 
of 92,492,000 barrels, adding to this the remaining 
reserves in the proven area, namely, 29,898,027 barrel a. 
In any event, he now says that the total figure for 

the field reserves are the additions of 29,898,027 and 
92,492,000 or 122,388,027 barrels, that is the total 
field reserves that Mr. Deussen arrives at, 122,386,027 
barrels, which at a withdrawal of 15,000 barrels per 
acre represents, per day withdrawal of 15,000 barrels 
per day, represents 22.5 years of life. Mr. Deussen, 
however, vroceeds to qualify his figure of 22.5 when 
asked to aprly it to the matter of the investment of 
money in a pipeline in the Turner Valley field, he says 
that for Bankers* purposes he would say that ten years 
is the period in which the investor should get his 
money back. Now, I would like to call attention to 
just two phases in Dr. Deussen's cross-examination, 
where answers were made, wicker throw some light upon his 


evidence. At page 1267, and that will be in Volume 12, 
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he is asked where he got his figure.of 20%, becuse 
you will rec2ll that that was pineal in Mr. 
Deussen's estimate, where he got his figure of 20%, 
whieh is the amount of production which had already 
taken place, he siid he just pulled it out of thin air. 
and that it was based on his knowledge of the pro- 
duction behaviour of fields in general that are 
produced under open-flow conditions in their early 
life. 
At Page 1162 he says, speaking 

of his estimate of the reserves, he says: 

"It.is not my estimate but my judgment as to 

what the ultimate recovery may be expected to 

be. I might have used 30%. I might have used 

40%, but I used 20%." 
At page 1160 the Chairman out this question to him: 

"Q But basically, if I an»rehend what your evidence 
means, basically you found your opinion to us 
upon the past production of the field in the 
proven area plus the geological instincts as 
to what will ha ppen in the future? * 

aA Absolutely, Mr. Chairman." 

Now, one other passage 1 want to call attention to, 

at page, this has to do with his estimate of ten years 
as against 22.3, he says at page 1480 that he world 
not buy a reyalty in Texas, he would not buy a royalty 
even if his judgment was that .the royalty would produce 
for twenty, thirty or forty years, unless he could see 
his money back in three to five years, or at most ten 


years, and his advice, to his, his recommendation tec 
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the Commission on the Turner Valley pipeline was the 
Same, well, it needs, perhaps, no comment, but Mri 
Deussen is an exceedingly conservative gentleman ; 

that if he thought a royalty would produce for forty 
years, that he would,nevertheless, not buy it unless 

he could see his money back in from three to five or 

at most ten years. Now, there are, now, those are 

the opinions, which the Board has obtained from the 
experts which were calied before them. Dr. Boatright 
says for pipeline purposes a life of fn years. 

Mr. Davies says, and he was not asked, of course, 
whether it was for pipeline purposes or not, but Mr. 
Davies really says 17.6 years, and we just have not 

got any knowledge as to whether or not he would put a 
Qualification upon that. Mr. Gill says thirty-six 
years and no qualification, Mr. Shaw says twenty to 
thirty years and no qualification. iir, Deussen says 
22.5 years, qualified to ten, and that is the evidence 
which the Commission has, but there are two subsidiary 
mattérs which, in my opinion, the Commission must take 
into account in arriving at this estimate of the field's 
Lie. Dr. Boatright qualified his answer,and it has 
to do I think chiefly with the evidence of Dr. Boatright, 
and must be read, in other words, to complete the 
evidence of Dr. Boatright, he says at page 126 in Votume 
2, that he had in his estimate assumed that the proper 


practice would be followed in the future in the Turner 


Valley field in getting the recovery which he had set 


oute Another statement of the same kind is at page 


635l in Volume 6, where Dr. Boatright said that if Turner 
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Valley was allowed to continue under the production ° 
practice that had obtained in the past, the field 

would be prematurely ruined, I think there were many 
other places, that I came across reading last week 

but I did not make a note of them, at least those two 

are sufficient for the discussion which I have at the 
moment in hand. Now, it must, therefore, be established 
to the Commission, it had, therefore, to be established 
to the Commission, and insofar as any other expert Witness 
medicated his opinion upon proper practices being 
followed, that the evidence had to be supplemented by 

the evidence @¢& someone who could assure the Commission 
that the proper production practices and engineering 
practices in the Turner Valley field would be followed, 
and that evidence giving that assurance was given by 

the Honourable tir. Tanner on pages 1195 and 1196 in 
Volume 13, he stated that it was the intention of his 
Government to obtain the best engineering advice, so 

that the proper practice would be followee in obtaining 


recovery of oil and gas in Turner Valley. 


(}age 5085 follows.) 
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Now all I say about that is that the Commission 
can look into the future, it must lcrok into the future 
in discharging its task which has been placed upon it, 
and I sey in my submission they are nov. entitled in 
view of the evidence given by the Honoureble lic. Tanner, 
that they are now entitled to assume that proper 
practices for the recovery of oil and gas in the Turner 
Valley will be followed in the future, that they are 
entitled to read that evidence into the evidence of 
Dr. Boatright or of any other witness who Similarly 
predicated his opinion on such matters. 

Nov the other matter is in @ sense also a condition 
upon which Dr. Bostright and, as I say again, presumably 
other experts placed their estimates, was the necessity 
of a sufficiently active drilling programme being carried 
out each year for the purpose of drilling up the reserves. 
The evidence of the experts wes also supplemented in that 
respect by Mr. Kolb at Page 4075, in Volume 33, and by 
Mr. T. E. Burns of the Royalite Company at Page 3978 in 
Volume 32. Mr. Kolb's evidence was largely in the nature 
of information which he had received in his capacity 
eas secretary of the Alberta Petroleum Association. In 
any event he indicated from the information he had that 
the prospective drilling in Turner ¥alley within 60 
days from the dete of his evidence, which was on the 
9th of February, were 17 wells, and only one Royalite 
well vas ineluded in Mr. Kolb's figure. But lw. Burns 
produced the Royalite budget for the year 1939 ~ that 
is Exhibit "154" - and he states at Page 3982 in 


Volume 32 that the amount budgeted to drill the required 
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wells in Turner Valley in 1939 is %1,066,700.00, and 

he states that there were 11 or 12 wells in gontempletion 
by the Company when the budget was made up in September 
1938. At another place in the evidence mr. Coultis ssys 
that the Company expects to have 4 or 5 rigs in constant 
operation during 1959. At the moment I do not reoall 
precisely what figure Dr. Boatright said was necessary. 
He certainly vas considerably under iir.Davies. There is 


a conflict of evidence there. 


MR. NOLAN: As to the number of wells, 
10. to. 15. 
Lites at Rides Yes LO to LS Dr. Boatrisnt 


said. So far as Dr. Boatright is concerned the Royalite 
drilling progremme itself would satisfy his requirements. 
Doen the -Iipure, given by Mr.vevis, I think, was ‘con- 


Siderebly more that perhaps my learned friends remember’ 


TE. . NOLAN: In money? 

Mi. FPRLULIY: No, in number of wells 
per year. 

Mi. NOLAN: 30-6 

Mies ERE Gly: ‘ell then, even taking 


Mr.Davies' figure, which as I underst=nd is the outside 
figure because I do not remember anybody else giving any 
evidence on the point, that probably the drilling programme 
for 1939 in any event will not fall very far short of 
the number Mr. Devies says will be required. 

Now my submissicn to the Commission is that it 
should be largely guided by the evidence of vr. Boatright 
with respect to the life to be given to the Turner Valley 


field. The evidence is that Dr. Boatright applied his 
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mind for a period of some two weeks ~ I think he told us 
in the evidence he was at it constantly for that time - 

in studying the geological data and the engineering infor- 
mation necessary to enable him to give his considered 
Opinion to the Commission. On the other hand while Dr. 
Link is certainly a competent geologist, and Mr. Davies 

is certeinly a competent petroleum engineer, they have - 


except Mr. Davies on being recalled - failed to give to 


t 


t 
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re Commission the benefit of their opinions, and I think 
I may say their considered Opinion, because I presume 
that in fairness to Mr. Davies ng opinion which he 

StS = Renee es ie ar 

gave when recalled to the stend was his honest opinion 

in answer to the Chairman's question, but it is just a 
question of whether it can be considered a considered 
Opinion - in any event that is just as it sits, and 1 
dannot say any more to it than that. But it is not an 
uncommon thing, it was developed in the evidence, for 
petroleum engineers to give their considered opinions 

to Courts and to Commissions in the United States with 
respect to oil areas which have not been actually 

proved by the drill. I think that is an important piece 
of evidence because it gives the Commission the assurance 
that they are not embarking upon a task here that has 

not been faced and accepted and discharged by Commicsions 
and Courts in other places. That at least would seem to 
be the evidence of Dr. Boatright, and I say that, perhaps 
shall I say it is unfortunate that the Company whose 
interests are so much involved here did not apart from 
the evidence of Mr. Leussen, come prepared to give to 


the Commission the benefit of more completely considered 
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Opinions with respect to the unproven area and that 
they contented themselves with offering an opinion 

to the Commission with respect to the area which is an 
established and a proven area, 

Now as I said in the beginning the Commission 
cannot complete its task without having as one of the 
factors in setting « rate arrived at an estimate of 
the life of the Turner Velley field. It is my submission 
that the Gommission would not be justified in merely 
Making an estimate of the life of the proven area 
stopping short of ascertéining in its opinion the life 
of the area not yst completely proven by the drill. 

For that reason it is in my submission necessary for the 
Commission to depart from the limited estimates offered 
by Dr. Link and Mr. Davies and to be guided by the only 
other estimate offered, by Dr. Boatright, Mr.Deussen, 

Mr. Gill and Mr. Shaw. In my submission Mr.Deussen's 
evidence is open to two serious criticisms. He offers 

no basis for his fundamental premise that the Turner 
Valley field has already completed 20% of its produetion. 
He himself calls it merely his judgment and that he might 
have taken 30j or 40% instead of 20%. Furthermore, he 
ag?zeed with the Chairman that his evidence was m rely 
based upon the production of the wells in the proven | 
arca plus the application of his geological instinet 

as to what would happen in the future. 

In my submission it would not be as safe for the 
Commission to be guided by Mr. Deussen's geological 
instinct as by the careful reasonings and considered 


Opinions of Dr. Boatright and Mr. Gill. 4s between 
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Dr. Boatright and Mr.Gill, it is my submission that 

the Commission should leen towards the opinion of Dr, 
Boatright, if for no other reason than that his present- 
ation seems to have been the result of a more careful 
study than that of bir. Gill. It certainly cennot be 

said that Mr. Gill was particularly conservative in 

his estimate. On the other hand Dr. Boatright pointed 
out that he arrived at his estimate of 171,000,000 barrels 
of recoverable reserves after having considered and 
rejected two other methods, the application of which 
would have led to much greater reserves than the porosity 
method which e adopted. 

To sum up, therefore, it is my submission to the 
Commission that the figure which they should take as the 
estimate for the life of the field is br. Boatright's 
28 years, qualified by the application of the 70% 
figure, or in the result that the Gommission should 
accept and use in its further calculations the figure 
Seelleyeers for ithe bife of the Tield. 

I will now proceed and discuss the second matter 
on the agenda, that is the building up of the rats base 
for the purpose of arriving at the life of the field. 

Now to approach the ascerteinment of the amount of capital 
invested in the pipe line, it must be pointed out first 
that the evidence discloses three methods, well in 
reality four methods; the method Submitted by Messrs, 
Harvey & Morrison: the method submitted by Price, ‘aterhouse 
& Company; the method submitted by Ford, Bacon &@ Davis and 
the method submitted by ifr. Plotkins in his Hxhibit "200". 


Then there is last a method: which might be called a con- 
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bination of one or more of the foregoing four methods, 
perhaps three methods. 

Now it does in my submission seem to be of the 
first importance that the Commission must determine 
the amount of capital which this Company has invested 
in ate pipe Line system. That amount of money having 
been determined, that amount of the cepital investment 
having been determined, it becomes what is ealled in 
matters of this kind "The rate base". 

Now the object of determining a rete base is to 
establish the amount of money which the Company has in 
its system, and wich, out of the rate to be fixed, 
must be returned to them over some period of years. 

The period of years in this particular case depends 

upon the useful life of the system, which it seems to 

ms in my submission, depends upon the life of the Turner 
Valley field, and not upon any other consideration. 

Now there are admittedly other ways of determining 
a rate base, or more than one vay of determining a 
rate base. Coming immediately to the particular rete 
base that we have to deal with here, the Royalite pipe 
line system, the first thing that strikes one is that 
there are first what might be called direct assets and 
they present no difficulty. The indirect assets do 
present some difficulty. Now, the direct assets are 
the assets «ich are in the system, used only by the 
pipe line system for the gathering or transporting of 
the oil. There are the gathering lines for instance 
from the vell tc the mein pumping station; the main 
pumping stations themselves and the trunk lines which 


carry the oil to Calgary. These are direct assets and 
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there is no difficulty about them. 

But insofar as simplicity is concerned, unfortun- 
ately somewhat, the Pipe Line Division also uses in 
common with all other departments of the Royalite Company 
what have been called by the accountants in this sase 
indirect assets. They consist chiefly of the utilities, 
such as the boiler plant and the electric light plant 
and the gas fuel lines, and then the service units, 
an example of which is the forge and machine shop. 

These are things that are used by all parts of the 
Company. That is only reasonable and proper. The 
propsr treatment of those indirect assets in the rate 
base, getting them in their proper place in the rate 
base is a thing that has offered some difficulty. Wow 
as to the treatment of these indirect assets. These 
indirect assets might have been treated in one or other 
of two ways. On the ore hand the accountants might have 
endeavoured todetermine the fair annual rental or service 
charge which the Pipe Line Division should pay to the 
Royalite Company.For the purposes of this Commission 

the accountants might have endeavoured to ascertain what 
the fair rental or service charge should be. If they 
had dcne that and that charge having been determined, 
that would have become immediately a direct operating 
expense of the Company and having found its way into 

the direct expenses of the Company it would have 
appeared directly against the Company in the Company's 
costs, and would have been a proper constituent element 
in any rate to be struck. That would have been a very 


Simple way of doing it. Haviug adopted that method any 
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further question of endeavouring to include any portion 
of these indirect assets in the rate base would have 

been automatically excluded. ‘ie would simply have had 

a rate base easily determined, that is the total oapital 
investment in the direct assets and there it would have 
rested. Then in our operating costs we would have 
found an item of so iany thousand dollars per year which 
would have automatically been taken care of in arriving at 
any cost, and cost, as I will point out later, equals 

the rate as soon as you have added to the cost a fair rate 
of return on the investment. Now both sets of accountants, 
both Harvey © Morrison, retained by myself, and Messrs. 
Price, tvaterhouse & Company; retained by my friend, both 
of those accountants endeavoured to place upon these 
indirect assets a value and then included that velue 
figure in the rate base, along with the direct assets, 
simply adding it to the direct assets. Now it must be 
borne in mind that the object of including these assets, 
or their value in the rate base, was simply to give the 
Company an amortization charge on them, and a rate of 
return on them, the sum total of which would have been 

in effect equivalent to a rental or service charge, to 
which I have just adverted. 

Now in passing, but it is only of passing importence, 
it will be remembered that botn Harvey « Morrisor and Price, 
‘Vaterhouse & Company, while they both did find the value 
of these indirect assets and put them into the rate base, 
they arrived et two different amounts to be placed as the 
value upon the indirect assets, before they were included 


in the rate base, and for the purposes of including them 
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in the rate base. That is besauss, of course, they 
determined thet value by the application of a labour 
ratio basis and that will be dealt with more completely 
in another aspect of the case. I merely say in passing 
while they both went out and found the same thing and 

for the same purpose, namely the value of these utilities 
and service units, for the purpose of putting them in 

the rate base, so that having got in the rate base they 
would receive an amortization charge and rate of return, 
nevertheless they approached that from different view- 
points. At the moment they are of secondary impor tence. 
fhe only reason for being in the rate base is to deter- 
mine the amount which should be put in the expenses. 

They only went into the rate base so that they in reality 
would get into the expenses, you might say. ishen I say 
expenses I mean for the two purposes for amortization 
charge and for a rete of return. 

AS I said a moment ago, the yarastick used by each 
set of accountants for the purpose of determining the 
value to be placed upon the indirect assets for the 
Aeeeges mentioned was a labour ratio basis; Mr. Morrison's 
being on a complete ratio basis and Price,'aterhouse's 
method being on an operating only labour ratio basis. 
These two labour ratio methods were used also in the 
matter of the allocation of indirect expenses and 
administration charges, and that will be dealt with 
more fully when we come to e discussion of the annual 
operating costs of the Company. 

Nov in the determination of the rate base - and 


I now go to the direct assets - there were three methods 


cy eam mS aa 
Lean ou aa) 


bina’ al ea sheet: Koes th 
Se SETI Tu eg Gas 9 on PB’ eae een: peeing 

mat igieietics billig: 6. wang uy: aie Hot a ee 
| | Vert? ‘Awe ott eh HRY “ay tect dia’ ot, 1 
\ nmere’s fon aaeie Byes styrene sia nat Clie: i ee 

enti dame F BF hn halt bade seer | ; 
eeoral ong ated tebe: ba ‘bee ae | 


eat 


“Set eh ge ee aad pate ei a iit 


ue! ‘oat: a eal 

Pi te tet i mer i 
te ad bi Rees 2OL ream eer eeya’ i ea 
wt co eh 


:  ittet fiom GR deme 


ene | ania tareat ely TO” Seage 


id Wt ele Dea pene ebadson ahs ae oe Re 
bie Baatogwe thee bint TQ neiteteap att “wet pipe 

agie Figebk od Ras bade bite shogiesie dete Ps 

i sana ere to he baer: iy of ‘ena ow Hamer se 


As ri wy 
Tae y oe or “ieee hii usar | wh Oe Baa ee 


La2 
LO 


J.J.Frawley; -5094- 


presented to the Commission as to the manner in which 
the total amount of the capitel invested in the pipe 
line system should be considered. More correctly 
stated there were two methods advocated, one of which 
was presented in two different forms. Harvey & Mor- 
rison and Price, ‘aterhouse submitted figures for the 
capital investment based upon whet is known as the 
historical cost. Ford, Bacon & Lavis, through the 
Witness Mr. tdgar Hill, submitted a quite different 
basis, namely the present day replacement value of the 
Capital assets. ‘ie have really then the two methods. 
Messrs. Harvey « Morrison's and Price, Waterhouse 
submitted to the Commission in their view the proper 
way of arriving at the rate bese, the total amount of 
capital invested, so as to ascertain the historical 
cost. Messrs. Ford, Bacon & Davis, the engineers, 
came and gave to the Commission what, in their opinion, 
is the present day replacenent value. 

Now I will discuss in just a little detail Mr. 
Morrison's method. Mr. Morrison explained in his 
report, on Page 3 of his report, - he says in ta38 
report that in his opinion the proper manner of ascer- 
taining the amount of capital invested is to ascertain 
the original cost to the Company as disclosed by the 
records, less the amount of accrued depreciation wh ish 
hes occurred, Sliminating from all these assets those 
which during the course of the Company's operations 


have been removed from the pipe line operations, and 


cannot now be described as used and useful. In othor 


words Mr. Morrison went to the books to ascertain the 


amount which the Company had expended from year to year 
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on capital assets and he built that up. That is the first 
step. Step Number 2 was he eliminated from these figures 
everything which in his opinion was not now used and 
useful and then he subtracted from that amount all the 
accrucd depreciation that had actually taken place. 

Now it was simple for ir. Morrison to ascertain first 

the cost as taken from the books of the Company. It 

was comparatively simple,using his method, to eliminate 
the things not used and useful. It was comparatively 
Simple to subtract from eae the amount of the assets 
whieh were no longer in operation as of the date of his 
submission to the Comission and were not therefore now 
used and useful. But when he came to subtract the amount 
of accrued depreciation which had occurred, then of 
course he was under this very definite disability, he 

had to know the life time of the assets, the future 

life time of the assets. He already knew when the assets 
were built and put into operation, but he had to know 

the life time of the assets in the future, which, as he 
regarded it, had something to do, everything to ao 

with the ascertainment of the life of the field. He 

was guite unable to do that and he therefore did the 

only other thing he could. He submitted a series of 

life times and he worked out a series of calculations 
based upon whether he took the life time as 5, 10, lo, 
20, 26 or 30, and finally he. came in with one, an, inter- 
mediate one of 19 years, especially prepared at my 
request. Now what Mr. Morrison did was to take any 

take the 5 year period, what he had 


one for example, 


to do was to go back 1% years, because from the evidence 
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the pipe line came into existence in 1925,-he went 
back 16 years and he added 5 years during which the 
assets will still continue to be useful, and he 
arrived at a figure of 18 years. He then’ by a simple 
Galculation ascertained how much ver annum had to be 
@lloved as an annual amortization charge over the 18 
years. He went bacx to the beginning and disregarding 
what the Company had done of course, and he put in 

as whatever percentage of 100 is lt years. He put that 
dn 1925, 1926, 1927 and right through to 5 years from 
1938, always taking care, of course, to have due 
regard to the assets which have bsen added in from 
period to period. 

Now the matter of the elimination, which I said 
was a comparatively simple thing for Mr. Morrison to 
avs He obviously did net need to know any other facts. 
That is the elimination of the 6 inch loop. He 
eliminated that as being not now used end useful. He 
Says that he received evidence, and that was later borne 
out by the evidence actually given to the Commission, 
that that loop was built in 1929 and tes not used at 
all and was teken up and salvaged in 1932, because the 
thedue put did not at that time justify its existence. 


Vr 
is 


This asset not being now used end useful, Mr. Morrison 


eliminated it from consideration in ascertaining the 
amount of the capital investment, as indeed it had been 
Bliminated from the ies of the Company by the Company 
itself. That is of only passing importance perhaps, 
because they are submitting now to the Commission that 


that is not to prevail. But Mr. Morrison pointed out 


thet what he had done in eliminating the asset was what 
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the Company had done. The total of these costs to the 
Company from the beginning, added to period by period, 
represents what is called the historical original capital 
COsteys Then as I ‘said Nr. Morrison had to give effect 

to the fact that the assets had been in use for some 13 
years. Now that is a fundamental thing there, Mr. 
Chairman. The reason that he went back is because he 
did not choose to turn his bark upon the obvious fact 
that these assets had been used, and he had to give 
effect to that. He felt. he had to; that they had 

been in use for some 13 years and in this of course 

he does not differ from Prioe,Waterhouse, and the further 
fact, the complementery fact that these same assets 

were still used and useful and would sontinue to be for 
the purpose of transporting oil until the end of the 
period which is to be determined at the life of the 
field. It was for the purpose of ascertaining the total 
of the accrued depreciation that he had to go back to 
the beginning. &s I said he could not do that so 

he gave to the Commission these various life times. 

He has given to the Commission 5, 10, 15, 19, <0, a5 

and 320 years, and the Commission now has before them 
that kind of estimate. Now keeping all this for the 
moment to Mr. Morridon's method, or methods, one of 
which is the elimination of non~-used and useful assets, 
that it now is a simple thing for the Comaiss ion, 
accepting Mir. Morrison(s evidence as to those things, 

if they take one of lr. Morrison's years, and if they 
don't, if they take some other year, then they can by 


relying upon their acsountant have a new calculation 
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made for any other period which the Commission may 
accept in between the 5, 10, 15, 20, 25 or 30 years. 
Now there was much said and I trust my friend Mn Nolan 
will contribute to the discussion and to the assistance 
to be given by us to the Commission by having something 
to sey about the propriety of taking either the original 
historical cost or the present day valuation methods. 
Yhat I will have to sey upon that will be, I am afraid, 
rather brief. The original historical cost reflects 
what the Company actually paid for the assets acquired, 
and it has this merit that it is not dependent in any 
way upon the fluctuations either upward or downward of 
values either of material or labour, in between the 
period when the Company either built the asset or 
acquired the asset and the present day. ishereas, 

aS 1 will advert to in a moment, the present day 
valuation method has what I think Dr. Boatright called 
the inherent vice ef having to make either one party 

or the other party to the rate case suffer, because if 
the costs today are higher than the costs originally 
the Company suffers, and if the costs today are lower 
then presumebly the person who has to pay the rate 
suffers. 

Now Mx. Morrison's method as I pointed out 
contained this fundemental proposition. It was based 
upon this fundamentel proposition that only used and 
useful assets are properly ienluded in the rate base. 
Now I want to make reference to some of the evidence. 
THE CHAIRMAr: . Well I think we will 
adjourn. 

(At this stage the Hearing was adjourned until 2 P.M.) 
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ihe FRAWLEY: tir. Chairman, I was just at the 

close dealing with the, some of the elements involved in 
what has been known as the "historical cost". Before I 
begin I might point out this obvious situy tion, both the 
companies’ accountants, both the Price Waterhouse & Com-= 
pany put forward by the Royalite and Mr. Morrison put for- 
ward by myself agree in taking the historisoal cost methra 
of building up the rate base. Presumably therefore, and 

I do not know what my friend Mr. Nolan will submit to the 
Commission as to the method which should guide them but 

I think it is of some importance that the Price Waterhouse 
and iir. Morrison agree that one should ge to the books to 
assertain the present amount, the present total of the 
company’s investment. It is true Nr. Hill was put forward 
by bir. Nolan. It strikes me that Mr. Nolan put him for- 
ward to show to the Commission that this company had a 
valuable plant, to give the €smmission some idea of the 
condition, in addition to what Mr. Goultis said, the con-+ 
dition of the line tmt Mr. Hill, a very competent and in- 
ternational engineer, an engineer of international repu~ 
tation, did say that it was a very fine ylant and that that 
is the fact that perhaps the company desires the Commission 
should come to on the evidence of Mir. Hill. Now in that, 
the Commission should give to Mr. Hill such effect 

large or small, as it feels that it should but just in pas~ 
sing it seems to.me that it is of importance that Mr. Maw 
and iir.e Morrison, Mr. Taylor and i:sr. Maw on the one hand 
and irs Morrison on the other, agree, and now subject to 
these important qualifications, of course which must be 


dealt with, that they agree that one should go to the books 
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find out what the company spent in 1925 on capital ad- 
ditions and in 1926 anc in 1927 and in 1988 ana that 

they have arrived today at what the company has invested 

in money in that plant and really there is only one dif- 
ference between kir. Morrison and iir. Maw and that is in 

the treatment to be given that investment in the 6-inch 
Loop which was taken up, because it is important, and it 

is troublesome to thc Commission to know whether they 
should take the historical cost or take the valuation method 
and I want to call your attention to what ir. Graham says, 
and a great deal has been written on it but I rather gather 
this, that when there is no controversey and when it is not 
difficult to go to the books and get the historical cost, 
that the Courts and Commissions sccm to think that thatits: a 
proper way to do it, that the present day replacenent value 
has grown up because of the fact that in many of the American 
Gases the Line had been there so long that it is. quite inre 
possible and certainly impracticablo, and perhaps not fair 
to either one side or the other of the parties concerned in 
the rate case, to go to the books, + the books have perhaps 
not been properly kept, early records have disappeared and 
that i+ was rather an expedient and a very proper ons, and 
in many, many.cases works ne disadvantage to either party 
that they should go, get an engineer to give the plant a 
present day replacement value but there Coes not seem to 
have been any controversey that when the historical costs 
are ascertainable, ~ and Surely these books were very well 
kept ae no difficulty in finding out what the company 
spent in capital additions over the very short period of 

13 years, it seems to me for sortie of these what you might 


eall fundamental reasons, the Commission would be on safe 
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ground, assuming that anot her ground 18 an improper one, 
that the Comminsion would be en gaffe ground in having 
regard to original cost or historical cost. At page 4 of 
the book, Grahem, Exhibit 103, "Public Utility Valuation" 
he says this: | | 
FVarious methods and bases for the determination 
of the amount of the rate base have been Suggested. 
Practically all of them, however, are only varia- 
tions of one or the other ef two fundamental, and 
directly conflicting basex ~ the original historical 
cost, as against the reproduction present cost, of 
the specific properties used and useful in the op- 
eraticn of the business am therefore to be in 
Gluded in a base for determining allewable earn- 
ings". 
Then he defines “original cost" and then later defines 
"reproduction coat". He defines “original cost®: 
"Literally, original cost is the total amount in 
dollars that has been expended by the utility at 
at one time or another in the construction or 
acquisition of the properties which are at the 
time of the inquiry included in the rate base 
aB being used and useful in the operation of the 
business. This amount is readily determinable 
from the books of account if they have been 
properly kept siace the founding of the business. 
In the absence cf proper yecords it is often 
necessary to substitute an estimate of what the 
cost of the ‘ac ein a ghould have been at the 


date of their acquisition. Likewise, where funds 
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“have been expended on gros3ly ill-conceived pro- 
jects, or where securities of doubtful value have 
been issued for properties, the doctrine of prum 
dent investment has been injected to refine the 
concept of original cost s0 that it dedevipes an 
amount which might reasonably be a competent and 
prudent minson. have bogn ie icles on these pro- 
perties at the time of their acquisition. 80 
universal has been the acceptance of this doctrine 
of prudent investment that it is generally assumed 
to be an integral part of the original cost basis 
of rate-base determination". 

Then he defines "reproduction aati 

"Reproduction cost in the usually accepted meaning 
of the term, is the amount in dollars that would 
kave to be expended now the date of the inquiry in 
the construction or acquisition new of the pro« 
perties included in the rate tA se - a present cost 
instead of a past cost figure. In practice this 
amount is ordinarily determined by engineers’ 
appreisal, including, too infrequently, a recom= 
putation of the original cost records and sub~ 
stitution therein of present labor, material, and 
overhead costs for those actually incurred. Ber 
cause of the alleged inexactness and expensive= 
ness of these processes an alternative method has 
been suggested, namely, that index numbers be ap- 
plied to the original cost figures subject to the 

ndoctrine of prudent investment preferably a spec- 
jal index of publie-utility construction ccsats, thore- 


by arriving at an approximate reproduction cost figure". 
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Now I think that is all I need to read. Proba bly si 
Should go back to: his first statement at the bot tom 
of page 4 where he says: 7 

"Various methods and bases for the determination 

of the asiouns of the rate base have been suggested." 
4nd then he has a mark which takes you to this note: 

"There are ten commonly used measures of value 

which oan be divided into two equal groups; 
the first relating to the value of the pro- 
perty at the time of ite construction, and the 
second to the value of the property at the time 
that the valuation is made. In the first group 
we have (1) original cost, (2) historical coat, 
(3) book cost, (4) investment cost or outsatand- 
ing capitalization, (5) prudent investment cost. 
In the second group we have (6) reproduction cost 
value, (7) split inventory value, (8) taxation value, 
(9) market value, (10) purchase value." 
And that is a reference to Welch, Cases on Public Utility 
Valuation. 

Now without, and pausing for the moment, putting aside 
for the moment the controversey which arose between the 
two sets of accountants as to the treatment to be given to 
the 6-inch loop which was the outstanding example of 4 
piece of property which was not now used and useful. I 
am only endeavouring to solve the problem whether to go 
to the historical cost or present day valuation. I say 
again, subject to what might be found in the text, that 
there is, that one is driven rather more immediately to 
accepting, ~ because there was no costroversy here and 


because no one has said that it was inherently unsound 
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L would not put it forward for the Gommission if anyone 
had suggested that it was inherently unsound, you will 
recall that Mr. Hill did not cane forward with his own 
view to the »xclusion of the other and frankly my friend 
did not do that either. Ny friend put it forward ana I 
therefore take it, stands upen the method used by Mr. 
Taylor and Mr. Maw and so if for ne other reason, - 

and that may not be a broad, all-convincing one, because 
there has been nothing prosented to the Commission with 
respect to the historical cost basixz, it would seem to 

me that there is a great deal in it to cémmend itself. 
There is this about it perhaps, a short illustration I 
may give, that rather appeals to one as to why this 
present day reproduction value should be dismissed. Let 
usp assume that Mr. Hill is right, that there is a present 
day valuation there of g1,700,000. Now to pass up, let 
us pay we take the life of the field which, I will not say 
was put forward by the Royalite Oil Company, but let us 
Buppese that the Commission felt that it had to take a 
life of 2 years, that there was nothing here sufficiently 
compelling to warrant the Commission te go beyond 2 years, 
we have a present dg@w valuation of $1,700,000; that would 
have to be returned to the Compahy in 2 years becawe hir. 
Hill does not turn back at all, the 1,700,000 would have 
to be returned in 2 years. Now let us assume the same 2 
years of life but take wr. iorrison's method or Mre iMaw's 
method of building up the rate base, then at least the 
Commission would go back to 1925 and at least, even al- 
though we only had a life of 2 years, we would amortize 


the company's investment, that $1,700,000, over a period 


of 13 plus 2 or 15 years. Now that, it seems to me, is 
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Biving some effect to the facts of the case, the fact 

that there has been that accrued depreciation; there 

is depreciation since the newly constructed article is 
put into operation, depreciation begins at ones, auto- 
iaatically bogins, or even if you take ten years and on 
Mr- Hill's basis you would have to give the company back, 
or say five years, - you would have to give the company 
back their §1,700,000 in 5 years, whereas using either Mr. 
Maw's or Mr. Morrison's method you would at least have 18 
years in which to amortize the investment, so that illus-~ 
tration, which is perhaps a striking one, seems to offer 
some reasor why the historical cost, going to the books 

to find the expenditures and then going back through, 
going back again for the purposes of ascertaining the 
accrued depreciation that there is much to cammend itself 
in that as against ir. Hillts method of taking the present 
day valuation, - a perfectly honest valuation made tod y 
of course, but only taking into account observed deprec- 
lation and when we know the manner in which this line 

has been kept so very well and carefully and efficiently, 
the observed depreciation is therefore necessarily very 
small and it takes into account not at all the 13 years 
of life that has pieeacy passed, and during every moment 
of which, there was some depreciation. 

Now there has been a problem presented to the Gommission 
in this rate base phase, of whethcr or not it is to take 
only used or useful assets or whether, as Mr. Maw submits, 
there must be given back to the company now by way of 
amortization, by way of rate of return, the whole of the 
money which trey invested less what they got out of it 


fron year to year on revirables- Wow it certainly is a 
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fundamental proposition in Mr. Morrison's submission 
that only used and useful assets are properly to be 
taken into account and the passage which I just read 
to you from Graham on “public Utility Valneiione nee 
support that view and it is the gane passage which [I 
read- It is merely a statement but it plainly says 
that you should take into account only used and useful 
assets. He is not dealirg certainly in the passage 
Which I read, with the contrary opinion that you should 
take into acrount all the monies bona fidely sxpanded by 
the company, whether they result in an unwise expenditure 
or not and then as I will point out in more detail a little 
Later it does seem to me that a method which does not take 
into account the used and useful fails completely to 
regard the proposition fron the point of view of the user 
and regards it wholly from the standpoint of the company. 
Now that was frankly admitted by iir. Maw and that has 
to be, that is a result of his submission. Now that may 
be a perfectly proper way to look at it. My friend would 
certainly say that this is the company that made the in- 
vestment and if they made that bona fidely they”. sheuld 
have a return on it but it does seem to me that it com- 
pletely fails to take into account the position of the 
potential users, namely the people who have the oil to 
supply in Turner Valley; as I put it to Nr. Maw, what 
does it matter to iir. Brown or Mr. Burns or any of the 
other people who have oil to put through that pipeline, 
what does it matter to them that the Royalite O11 Company 
in 1929 oe $175,000 0n' 2 On ‘inch loop when the through 


put did not justify its continuing. It never had a babret 
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OF O11 Tun through it and it was taken up in 1932 and 
100 thousand dollars, 478,000, was got for it in sal- 
vage, making a net capital loss of 4102,000. Now, 
apart altogether from some things which I am geing to 

point out in ir. Taylor's evidence and iir. Maw's, about 
the treatment of ee ieee losses and looking just for the 
moment at the stand point of the user, how can it be said, + 
well it cannot be said, that he has ever got, gets now or 
will ever get any benefit from that investment of $175,000. 
True lire Mew says the investment was made. The Company 
Should have it now put in its rate base. That is the other 
view. ir. Maw frankly admitted to me that was all one 
way, all one view and it must be, it is the company's point 
of view and it may still be the proper view. ity submis- 
Sion is that the Commission will have to have regaré to 
those conflicting points of view but I commend earnestly 
te the Commission's attention the point of view of the 
users and if we have regard to the, completely to its ex- 
clusion, the point of view of the user, then the 6-inch 
loop will not be included in the rate base because it is 
not now used and useful. 

Now dealing in a little more detail with the Price 
Waterhouse submission with respect to the build-up of the 
rate base, that really was the historical cost method 
presented by wre Morrison with a variation superimposed 
upon it. Now the variation, while it did result ina 

good deal of controversey and took up a goodly number 
of pages of our transcript, did not put the two pets of 
accountants at any very great divergence from what [ 
might call the dollars and cents, because whethor you 


put in Mir. Morrison's, whether you add to therate base 
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Bome £00,000, no, some 156,000, sme 150,000 dollars, 
after you have arrived at the rate in cents per barrel, 
it will only be something of, I suppose a decimal point perhaps 
10 docimal.points,, but in any event it will DORs Lr ay avon 
very, very material from the standpoint of dollars and 
cents. Of course that is not all that has to bs con- 
sidered. Of course the Commission willl have to accept 
one or other of those conflicting submissions and all I 
mean by that is, that the difference between them reflected 
in rates of cents per barrel if almost negligible. WNow 
whet lir. Maw says is that the capital investment must be 
built up by ascertaining the original cash investment in 
each of tne capital assets regardless of whether that asset 
has been abandoned or removed from the company's opere- 
tions or whether it is still there now. Accordingly, Mr. 
Maw having found that the 6«ineh leop had been taken out 
of the capital structure by the company, he reinstated it 
and he justified that action upon the proposition thatnthe 
investment having veen Sen. fidely oad prudently made, the 
ecmpany was entitled to recover it back out of the rate. 
Now at page 3721 in Volume 30, Mr. Maw was particularly 
asked with respect to the point of view of the user of the 
system, he was asked this at page $721, 

"Q. Have you looked at it frcm the Standpoint of the 
user of the system? That is the question His 
Lordship asked you the other day, and I think 
you did give answer. But will you now give me 
your view? Have you had any regard for the 


point of view of the uscr of this system? 
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"&> I have latterly, but I would not like to say that 
it occurrec to me at the time I was preparing the 
figures. 
Q- When you were building up the capital structure 
you mean? 
A. Exactly." 
4nd while Mr. Maw continues to protest his justification 
for what he had done I think it is fair to say that Mr. 
Maw might not have come to the conclusions he did if he 
had at the time he was preparing the capital structure 
had the same precise regard for the two points of view, 
from the point of view of ‘the owner on the one hand that 
ha@ made the capital investment and desired to get it back 
and the point of view on the other hand of the user who 
has got and is getting and will get no benefit from that 
particular 6-inch loop» It does seem tc me it might have 
peen that, if Mr. Maw had regard to the two points of view, 
he might not have come to the conclusion that he did, and 
then the Chairman. you will recall, particularly asked lir. 
Maw, because iir> ifaw had given an off-hand opinion one day, 
and the Chairman particularly asked him to give him his con- 
sidered opinion, after having taken duc account of the point 
of view of the user and iir. maw did say one day subsequently 
to that, my recollection is that he did not add anything 
particularly to what he had said before, that he still 
thought that the inclusion of this particular investment 
or expenditure in the rate base was proper and he felt, I 
presume, that regardless of whether it was now used CF 
useful, - because he did say that, because that was funs 
damental to his submission, if not my friend may corfesct 


me, but I do not recall him at the moment, certainly ae 
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on the one hana agreeine with the point of view of the user, 
nor did he gay anything to the contrary, he simply, as I 
understand, reiterated his opinion that the potnt of view 
of the investment having been made, all that the Commigsion 
should take into account wos just that, snd as I said a moment 
ago, he does say at page 3725, in Volume 30, he says: 

"Q@- In your way of looking at it it is all the one way, 

really? 
A. Yes, I suppose it is. But it does not have as big 
an effect on your producer as it does on=+--- 

Q- On your Company? 

A. On the opersetor of the system." 
Well now, Mr. Chairman, that should not be the only reason 
for the Gommission going either one way or the other in 
this matter because the producer pays, each producer pays 
a shall number of cents peor barrel to transport the oil 
and in that way the reinstatement by lire Maw of this 6- 
inch loop falls very lightly on each per barrel of oil 
+ransported, whereas if it is left out it means a capital 
loss which the company gets no credit for now, of some 
$150,000 say, because it falls a little harder on the 
oompany rather than on the user proportionately, of course 
in my respectful submission is no reason why the Commiss ion 


should go along with wir. iuaw. 


(Go to number 5111) 
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Now, another way off looking 
at the question of this 6-inch Loop is to study the 
Questions and answers of sf. Taylor in his cross- 
examination when he w2s taken into the general question 
of the treatnent of eapitsl losses, because you See, 
Mr. Chairman and Mr. Commissioners, that was a canital 
loss admittedly. It was a czpital loss reinstated 
and you will remember the discussion that there was 
about that. Mr. Taylor, starting off, was of the 
Opinion, - and, indeed, he had the company of a great 
many people with him in that respect, that this 
Commission could not go back into the operating profits 
of this company and that they should not endeavour 
fo reflect the fact that these people had made big 
profite in the past, in the Yate which they were to 
give. They were all agreed that what was done was 
done and that the large profits that this company had 
made was now, respectfully stated, no business of this 
Commission. But Mr. Taylor was pretty inconsistent 
when he was asked about this oarticular capital loss 
and it was crlled to his attention, Volume 25, page 2960. 
7 hoy tt to tes Taylor, shat would have been whe 
situation if this 6-inch Loon, when it was taken up 
in 1932, had been sold to some foreign commany or some 
other oil interest and had been sold at a profit. 

I think it is worth while running over what he said 
because I think that, frankly, I am able to say Mor. 
Taylor was quite inconsistent as to the manner in 
which he wo1ld treat other capital losses and he 


desired the Commission to take other cavital losses, 
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Which might have something to do with the weight the 
Commission will give to his evidence with respect to 
the reinstatement of this 6-inch Loop. I say: 

"Q Mr. Taylor, it is ydur opinion that we should 
not look back into past profits - the Commi ssion 
should not look back into past profits at aval. 
with longing eyes or otherwise, but they should 
deal with the situation as we find it today 
without any regard to the profits this Company 
has made? | 
Yes, that is so, 

Q That iS what you say along with the others. Now 
it did seem to me now, whether I failed to 
appreciate it, that going back into this 6 inch 
loop and taking it up and seliing it at a2 loss, 
supposing that the pawsibility had been you had 
sold it at a profit, suppose you found some 
small pipe line company that were just very 
anxious to get that pipe. It was only in the 
ground a short time, and you had sold it at more 
fhan you had put into it, what would be the 
situation? 

It was not sold. 
Yos, it was sold to another department. 
It was turned over to another department. 


You got money, cash for it. 


Oo ba eb 


THE CHAIRMAN: Mr. Frawley said supposing it 
were sold to an absolute stranger, what woulc you 
do with the transaction in the books of the 


Company? Plcoase answer. 
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If it was sold at a profit? 

YGs? 

MR. FRAWLEY: Ir it Wad gold at & profit? 
Ltpeculd become a capital nrofit, 

Well a orofit? 

Ves.) a8 erorit. 

#-Q if it Was sold to this outside oil company 
at a loss it becomes a capital loss? 

nay is right. 

Do I understand then you draw an absolutely hard 
and fast distinctim between the propriety of 
going back and looking at capital losses and 
profits, and going back and looking at operating 
losses and profits. Po you draw a distinction. 
If so why? 

Yes, there is a distinction drawn, 

Why? 

I draw a distinction. 

Why? 

Just on the grounds that I have stated before 
ahcut the investment of this money and the 
inclusion of it as nart of the investment in the 
pipe line. 

Mo, You mean because the profits were put back 
into the investment? 

No, not for that reason. 

Perhaps I did not follow you. why do you draw 
the distinction? My question was, you might 
just sort of expand upon that and say what the 
real difference is between that sort of profit 


and loss that the Company made on the sale of 
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this piece of 6 inch loop that was taken up, and 
the other kind of profit or loss on carrying 9il, 
because it cost that much less than the rate which 
you charged. 

There should be no distinction, 

There should be no eaten 


5 
No, 


Oo Pp £ FF 


But you are taking the Commission back into the 
transaction are you not, surrounding this 6 inch 
loop? 


m Yes, that is, so. 


Q well then, do you agre’ at all that we are entitled 
to 29 back into other kinds of profits and losses 
and take due cognizance of them in the fixing of 4 
rate? 

A. UNO. 

On oun say not? 

ao. oO sir. 

Q Well you have not tome given any reason for that 


difference. Why? Why the distinction? Ig 
there any? 
A L would say now there is no distinotion. 


Still we cannot go back into one and we shoulda go 


& 


back into the other? ~ 

A ‘That is the effect of it.” 

And then just two more questions: 

"Q Well now, that is the effect, Mr. Taylor, arising 
sut of the method which you have used. That is 
true 1S 1% notr 


A Yes. 
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Q But it is not the effect if we have regard to the 
method which “ir. Morrison has used? That is °lso 
Pes Uh not? 

Reet’. a6 true, yes." 

Now, I have said all I adn, sir, from the 

point of view of the user, and, as I said before, and 

it might bear repetition, perhaps, in passing from this 

part of my submission, that the user of this system - 
and while we know there are only three of them, we know 
from our analysis of the pipeline operations that there 
are only three customers of the Royalite Oil Company, 
the Imperial, the British American, and the Lien Company, 
we know that but still we also know that all of the 
producers in Turner Valley who have oil to ship pay the 
rate in the last analysis by virtue of the fashion in 

Which the vrice of crude has been built up. We have 

not had any evidence yet as to the manner in which the 

Royalite Company does fix the price of crude, but we 

have it from the witnesses that the person who pays 

the pipeline rate in the last analysis is the man 

who produces the oil in Tumer Valley and sells it to 

the Imperial or the British American and ships it 


over the pipeline. 


There is one authority which 
I want to resd to the Commission ond that 1s a case 
decided in the Supreme Court of Missouri and it is 
feported in 22 ‘ublic Utility reports, which Ll. shall 
leave with the Commission. Ag I said the other 
day, I am quite sure if the Commission Wants access to 
any of the volumes in this series of reports, the 


Publie Utility reports, that if, they would just simply 
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indicate that, after they have gone into conference 

it can be arranged that the Volumes would be available. 
I simply want to cite that case on one point. It 

i8 ee Public Utility Reports, New Series, 1938, at 
page 6, and particularly the head=note No. 3 on 

page 9. "A gas company's loss of business by 

reason of a change from gas to eleetrie street lights 
was called a true case of Supersession, and the 
company was not allowed to amar tize its retired gas 
street lighting equipment." 

Now, that isa eonflict of 
evidence and 4 conflict of submission and opinion that 
the Commission will have to solve. I just in passing 
point again to the answers which Mr. Taylor made. 

He was the witness after all offered by the Royalite 
Company to put forwad its ease insofar as the account- 
ing end of the case was ooncerned , Snd it seems 

to me hthat Mr. Taylor in failing - in indicating 

there Was no distinction between saying, on the one 
hand, as he stoutly did maintain, that the Commission 
should not go back into past profits or losses, 
operating, because that would be very wrong, he thought, 
he nevertheless thought they should go back as he 
went back into 1932 in reinstating the capital loss 
which the company made and now seeks, by putting it in 
the rate-base, to recoup themselves for that capital 
loss. Now, frankly, as I see it, that is the proper 

way in which to state the position of the company with 
respect to the capital loss of some one hundred and fifty 


thousand dollars. They are endeavouring to recoup 
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themselves for the capital losses and they are in the 
inconsistent position because they have over many, 
many days*t evidence attested that there coulda be no 
going back into operating profits or operating losses. 
Now, there are some further 
points in the evidence to which I would like to refer. 
First of all, Mr. Taylor's position, is a substantive 
position, that will be found at page 2696 in Yolume 20. 
I want to state first Mr. Taylor's own submission, 
own reason far reinstating this, He says at pege 
2696 in Volume 20: | | 
"The investment in capital assets shown on Exhibit 
A. is arrived at on the basis of the dollar value 
put into the business year by year, less the dollar 
value recovered on the retirement of capital assets 
year by year. In applying this basis we have 
inoluded in the eapital assets the 6" Loop Line 
which was laid im 1929 at a cost of $178,865.02 
and taken up in 1932, at which time a recovery 
value of $76,482.60 is credited to the Investment 
Account. The application of this 'cash' basis 

also had the effect of adding $56,269.66 to the 

capital assets as shown by the books over the 

period from 1925. to 1958." 

At page 2803 in answer to 
the Chairman Mr. Taylor says: 

"Q If you are unfortunate in making an investment 
in one respect that does not pay, it does not 
matter at all. You get no particular credit 
for making a happy investment and you should 


suffer no particular hardship because you make 
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a bad one? 
muas if right. 

Q If you happen to lose 170,000.00, equally you 
uSe good judgment in other cases? 

a» Les, 

Q And it should be thought of as a whole investment, 
and your return and amortization should be on the 
whole of the capital investment? 

Yes sir. 
ven if part is thrown away? 

A Yes, and average the fortunate investments with 
the unfortunate ones, and bringing the unfortunate 
ones into the picture, so that we get the same 
off-set to average the fortuncte ones. 

Q itis like buying a horse to carry on your business 
which happens to die, I must say I have some 
concern as to why that should be thrown out. 

I just wanted to be sure I had yow positim? 

A ‘That is exactly the view + take of it, Sir." 

That very well states Mr. Taylor's position. Then he 
was cross-examined at some length upon his views ané 
at page £949 the Commission will remember that Mr. 
Taylor and I spent a good deal of time in my effort 

to try and plume his reason for the faith that was 

in him , and I finally gave him an illustration which 
I think serves somewhat to, what shall I say, shake 

to some extent the foundatias of his proposition, 

I put this to him at page 2949, Volume 25: 

"Q  Supnose we had a warehouse down there, which 
was doing its job, and it was destroyed. The 


Company had put money in, $50,000.00. The 
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warehouse was destroyee and they did not see 
fit to replace it by a similar warehouse so 
that 1t would be now used and useful. They 
just decided they could get along Without it, 
and just crimped their operations slightly. 
Therefore, today it was not used and useful. How 
would that be treated? 
It was destroyed how? 
Well by fire, and no insurance to add to it. 
Well that would be just salvage anyway. It 
would not make much difference. 

Ra eon mould’ no + reinstate that item." 

So if Me. Taylor would nos 
reinstate that, he may still be right, and the Commission 
Ney Strilofind that it is proper that what Mr. Law 
and Mr. Taylor nave done is the way in which to deal 
With that item, but I siy if they go to the evidence 
of Mr. Taylor they must, in my respectful submission, 
be not fully persuaded that Mr. Taylor, in any event, 
gave good and sufficient reason for not eliminating 
the 6-inch Loop. Again, at page 2955, he is 

answering my questions with respect to some extra lines 
which the company - the illustration was the c ompany 
puilding some additional extra lines into Calgary which 
were not at the moment in use, and the transcript, 
thanks, I think entirely to my own haphazard way of 
putting the question - I won't put any blame on anybody 
else but myself - the transcript is not as clear as it 
might be. As I say, all as a result of my not pursuing 
my questions or getting the proper answers. I say 


at page 8953, I put it tor. Bylor: 
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Supposing the Comnany had built, over the 

years, additional lines into Calgary, say a 
couple of additional lines, and they were not 

at the moment in use. They were not at the 
moment in use. But they had not been abandoned 
for one reason or another in the Company's 
judgment, they had left them there." 

the y had been abandoned but not taken out of the 


"Would they be proper matters to take into the 
rate base on Which ta come to this Commission 
and ask for an amortization allowance and a rate 
Cline gure 

Applying the used and useful application, if 
there was some prospect of these lines being 
used, and they were being left there with that 
in view += if there was some prospect of their 
being used and if they were being left there 
with that in view and so possibly save the 
expenditure later to replace them or something 
to take the place of these lines, I would say 
L\ consider it proper to take it vack. 

Into the rate base’? 

eM 

You do not think it would be proper for the 
producer of oil, the prospective user of the 
line, to,say ‘Well you have got a pipe line 
system ners you are now using and that will 
take 30,000, barrels of oil @ day through the pipe 
ney if it is forced. Now that is really 
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all that I am interested in. It is all I want, 
as far as my desires are comerned. That is 

all I desire to take into the rate base. You 

are now using a system which is satisfactory for 

my ourposes and all other producers in Turner 
Walley. Why should you get a rate of return 
and why should you be allowed to amortize this 

plant which is perhaps obsolete, or will become 
obsolete in a few years. Why do you think that 
should be taken into the rate base?! well before 
you answer. Has the user, the potential user 

ORM EMC isa vs 50 

THE CHALRMAN: He has not answered the 

first question. Mr. Frawley this record will 
disclose there 1s a question about a mile long 

and no answer, and we move on to something elses 

What about the first? 

A I believe in that case that it would not be 
proper to take into the rate base the lines 
which had been in use and abandoned for some reason 
or another. 

Q Well why not? You say it would not be proper. 
why not? 

A Because it would be putting an amortization 
charge against the future on equipment that had 
been ahandoned, forwhat reason I have no 
particulars as to the reason why they were 

- abandoned. 

Q No, but assume a perfectly good reason for its 
abandonment. You need not care what? 

A Then I «ould not include them for the purpose of a 


rate base for the future. 
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J, J. Frawley. 
& Because you said it would be an amortization 
of something that has ceased to be useful? 
Thay 164 ei pnt. 
any other reason? 
AY -Nowsi re" 
And then I asked him what difference he draws between 
that and this two hundred odd thousand dollars and 
he then goes back and says that the investment was 
made and there was a completion of the working out of 
the fate of that pipeline, it wes there for two or 
three years and taken out, and we put our cash money 
ta, and so on. Now, my respectful submission, 
and, perhaps, I repeat myself, is that while the 
Comission may be persuaded to put back this 6-inch 
Loop that they cannot get a good deal of help from 
the Witness who proposed it to the Commission, namely, 
Me. Taylor. 
Just one more and I will 
pass from this. I must confess I was rather struok 
by this passage between the Chairman and Mr. Taylor 
in Volume 23 at page 2957: 
"Q BY TH: CHAIRMAN: Do youmind telling me again, 
if I do not bother you too greatly to do soa, 
just why you would not take into account that 
last illustration, these lines that are in the 
ground and have not proved to be useful now or 
in the future, that Mr. Frawley mentioned to you, 
Why wouldn't you want a rate on that? You say 
the transaction is not comoleted because they 
‘are not pulled up. fihat difference does that 


make? You also said they might be useful some 
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time, whieh would be all the mare reasor, for 
giving you & rate. Now these reasons are 
not convincing. You are saying you would not 
amortize add give a rate on this illustration, 
and yet you would on this pipe line. I 
wondered if you had anything more to say abot 
it, that is alr? 
A No, I have nothing more to say." 
Now ,at page 3162 in Volume 25 
Mr. Maw was asked if there was any real difference 
between the A iueten that he gave ~ Mr. Taylor rather, 
was asked if there was any @ifference between the treat- 
ment he and Mir, Maw had given to trucks and tractors 
and you remember that the profits made on trucks and 
tractora as appearing in Mr. Taylor ‘s original report 
Exhibit "100", that those profits made when the company 
sold a truck or a tractor, was taken in as operating 
profits and so it seemed there was an inconsistency 
there and that was put to Mr. Taylor, and at page 3161: 
"Q In your statements, li, Taylor, there are 
items of a similar nature under the heading 
of Trucks and Tractors. Is there any real 
difference from the point of view of this 
dommission between the items of say Trucks and 
Tract@as and Pumps and Pipe Lines? 
A I would not say there is any real difference." 
I merely point that out to indicate that Mr, Taylor 
seems to be going back into the past for the purpose of 
putting in this capital loss, but he thinks that the 
past profits and losses of this company, generally 


speaking, are forbidden ground, so far as this Commission 
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is concerned. Now, in Volume 30, page 3735, you 
find Mr. Maw's appreciation of this same situation. 
Question at the bottom of nage 3734: 

"Q Now why, when you go baek and look at that 
cperating loss, bring it up, set it up, capitalize 
it, put it into the rate bese, why will you not 
allow me, if I were the Commission to go back 
and take those profi ts7 

A I do that because to arrive at a rate base we 
must take into account the money which the 
company has properly spent in acquiring its 
capital assets. 

Q Welcome back to that, we are forever and forever 
coming bck to that? 


Acie > tS ri ent. 


re. 


aS *"your starting point ‘nd finishing pong: 


foe 
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That is right. 

Q ££ am only pointing out, Mr. Maw, I am suggesting 
to you that there isa serious and vit" toto 
a vital inconsistency there? 

i). Go not see'it, Mr. Frawley. 

Q You appreciate that that is running through my 
mind? 

A I see exactly what you have in mind. 

Yes? 


Yes. 


e f- £6 


Because you say,why should you treat capital 
losses, which you were kind enough to say, not 
kind enough, but frankly say, is in reality just 


an operating loss when you get down to the costs 


eventually? 
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A Yes. 


®% So we hive that much clear now, ind “yr. Taylor 
told us last week there was no reason for 
dealing with cavital profits in any other way 
than you dealt with operating profits and no 
way of treating capital losses in any other 
Way thon you dealt with operating losses, do 
you agree Wigh him?" 
You will rememver that Mr. Maw agreed with me that 
that capital loss becomes ultimately an operating loss, 
because the value of it is put into the rate-base and 
then it ultimately becomes an operating item as soon 
as it is included in the rate-base, "Yes" he says, 
"Yes", he agreed with that question. So we have that 
much clear. 

"Q. Then Il say to you, why on the one hand co you say 
they cannot have any regard to operating profits, 
when you hove deliberately gone back into operating 
ere and brought one,of thei ouv,.séetuacwueeane 
want it to be amortized? 

A Welt L have set it uy only’as an original) invest— 
ment of capital. 

Q Yes, and that is, without being discouraging about 
it, that is the only answer you can give me about 
sta 

A That hs Rig du. 

Now, I think I have said, Mr. 
Chairman, all I can usefully say with regard to t hose 
two methods, Harvey & Morrison*s on the one hand, and 
Price, Waterhouse's on the other, which are fundamentally 


the same and only differ with the treatment to be gives 
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this capital loss. 

| Then we have the method 
suggested by Ford, Bacon & Davis through the witness 
Mr. Hill. | 
MR. COMMISSIONER LIPSSTT: Was not that $100,000.00, 
Mr. Frawley, the loss on that pipeline, was not that 
written off in the year 1932? 
MR. FRAWLEY: tn the comoany's books and 
records. Yes, it was written off in the year 1932. 
Pine (OUMDSOL NER LIPSETT: «Ut of the prorits? 
MR. FRAWLEY: Yes. It was out when ir? 
HOrrison went about his job ami Mr. Maw tso. It was out. 
My. Morrison left it out and Mr. Maw reinstated it. 
MR. COMMISSIUNIR LIPSET?T: Having been written off out 
ef the profits of that particular year? 
MR. FRAWLAY: Well, whether that particular 
' year or not, it was certainly charged to the expenses in 
that particular year and whether it went off in that year 
or not depends upon the situation as of the particular 
date in 19352. In any event, it was out as far as the 
company Was concerned. 

Now, i. Hill presented his 

estimated present-day value of the Royalite pipeline. 
It will be recalled that he made a valuation in May, 1936, 
which he revised as of December Slst, 1938, and he pre- 
sented two reports, one covering each valuation. They 
are Dxhibit 997", being the December report, and sxhibit 
"gg", being the May report. Of course, it is understood 
Mr. Hill did not go mear the books or the records of the 


company for the purpose of ascertaining that the company 
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had paid for the whole or any part of the assets. 

That was not any part of his task. He simply value 

the cost new of the various items in the capital 
structure by reference to material catalogues ani 

matters of that kind, and quite a rroper and appropriate 
way Of doing the particular thing he Set out Uo do. 

Then having found the new cost he set down onposite 

each item the same amount less the observed depreciation. 
So as I said this morning - I may not have touched on 
this this morning - he would find a pump, for instance, 
or a piece of equipment of any kind, and he would write 
down "New, $100,000.00, less observed depreciation 
990,000.00", and so on, the $10,000.00 being really just 
wear and tear. Now, it might be useful to summarize 

Mr. Hilk*s rate-base and it seems to work out as follows. 
Petonk 2% iStimportant or useful in the event or the 
Commission taking Mr. Hill's rate-base for any part 

On its turvner calculation. His replacement value 

new is $1,539,226.00. Then he deducts observed depreoia- 
tion $104,982.00. Now, the way he arrives at the 
depreciated value of these assets, these direct assets, 

I should, perhaps, stop there. Al1 Mr. Hill valued 
insofar as his report is eoncerned, trat we sre « uite 
certain of, are the direct assets. So Mr. Hill 

arrives at this figure for the depreciated value of the 
direct assets, $1,434,244.00. The same figures can be 
found at page 12 of Mr. Hillts report. Taking the | 
91,434,244.00 as the depreciated value of the direct 
assets he adds working capital, $80,001.00. He then 


adds what we may take to be Mr. Hill's value for the 


" 
r Pe : 5 ; 
5 en +¢ re ‘ 
: 2 i = im ry . . 
* : ee - ~ a : 
Ey = Sst a: i = ; 
K a ny fe < . as a =n i re ae 
“s , . m, 
. s . Pe e : . 
, . . # ¥ } ; : | 
hy a > : = | 
Se ’ 
. ised z : i r 
; ‘ ‘ * ~ 
bs : : oa . se 
Be ee - . : . E | 
» * Dares et . | : 
2 —~ Faded & 2 4 | | 
: ; E ; , 3 > 4 f . . - 6 
: ca > ; — - 
-. ce -- 
s 5 2 . 2 ’ = . ~ 
‘ . ; : . ?- : . = . - 
; 23 : . ba : : 
% (ae é say : ’ 7 
< “ah Jos ag = = oT. 
a : ‘ : i : ea 
a | Pn kd ~ * ee Le . 
3 — ‘ = fra = Z - ag : 
+ 
i 2 ” “ oy 2 2 : 
am rae, 
= ie, =f 5 | 
. i ‘ . 
ag — E ; | 
rf _ ' ; 
. ay Ms pei : ™ ; ’ 
4. * * .” 7 F 
spi : “38 ‘ 
EI a a : | 3 
; x ee : : i 7 
, r f Li . i, 
‘ 2 ; 
Ris ; : ; 
: ' . . : ; 
z > * 
’ *-4 : 
’ 
. 5 ~ 
, : > a3 
. | 
- a Cs 
\ : | 
‘ ‘ = as Q : : - ; 
, ay : : F, 5 . : 
eed : : : ; : i » | 
as . 2 q 
” om i x nee ‘ : 
es = e : ‘ ; - : 
h--§ ¥ ; a | ; . 
ec ‘y f =aS ee we ; ; ; Es 
- A Lhe a5 a P ‘ 
: y ae ea * , 
== Ses a re — oe a i < : : : 
e nt aa : ‘ 4 : = ' Zs 
ss B , = . - : c = ss : 
: : : ’ es : ata . 
3 < a ee, 
aes re r & ee 5 
ser ‘is i . . = 
ie 4 = ' ‘ ‘ ats a: ; : = 
F F ss 
. oo = : : | 
; = ie \ noe 4 ; on : : 
; eo ‘ ee -- S r 
a . aay 3 bee , é 
: ; nee = 7 
' : 7 
0 ay hese oe : 
p ‘ 5 : ' x: ve ws see 
ab, ‘ ties rt 
: : i _ " ~ fe r 
. ; =e oe 5 tye} ° ; 
‘ * . ae .< rag ae " he . zi < 
> . - ee n SS 2 ~ ren ee . | 
- : = * Foie e t. a 
; ; . ¥ a ia =" =I y % 
‘ Gee e = a ig es : 
e Lee a wh ~ 
s ‘ . aint Ser — - tes 
vee fa omy 
{> ba oe, 
s Oa Mi e 2 
> ee 
4 ' 


sot 
re | 


J. J. Frawley. ile 
indirect assets, or the extra valve to be gi ven 
to the company as a going concern, whichever it is, 
it is $185,756.00. So we have this build-up as 
follows: $1,539,226 .00 replacement value; deduct 
$104,982.00 as the observed depreciation, leaves 
$1,434,244.00. Add working capital, $80,000.00, and 
add 185,756.00, either for the value of the indirect 
assets or its going concern value, and vou get 
$1, 700,000.00. 

Now, Mr. Hill's new eost 
represents the cost new as of to-day's date, obtained 
by Mr. Hill by reference to trade catalogues and 
things of that kind for the ascertainment of the re- 
placement value of those assets. and then he adds 
10% to cover general overhead during construction. 

You see, he was not told and it was not part of his job 
to find out what it cost the company as they built it. 

So he finds out what it costs now and he gives them 

10% more before arriving at his replacement value new, 

he gives them 10% to cover general overhead during 

cons truction. Yow, the working capital was estimated 
by Mr. Hill at $80,000.00. ve have wide differences 
between the witnesses about the amount of working eanital 
that is required. Mr. Hill says $80,000.00. In 


his May renort he has $35,000.00. 
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80,000 in his December report, 935,000 he had estimated 
in his Way report and that figure in turn compares with 
$150,000 ag being the amount required in the opinion of 
Price Waterhouse and Company for working capital and ap- 
proximately $98,000 estimated as being required by Mr. 
Morrison. 

Then there is this amount of $185,756 which represents 
either the value placed by Nr. Hill on the proportion of 
the utility assets used by the pipeline division or the 
going concern value of the whole pipeline division. Now 
it must be said frankly that en exemination of ir. Hill's 
evidence with respect to how he wished the Gommission to 
treat this amount of $485,756, leaves much to be desired 
in knowing precisely what Mr. Hill had in mind. Now there 
is some evidence alse bearing upen, some further evidence, 
bearing upon the replacement value method. Dr. Boatright 
condeans it. He thinks there are some inherent viaes in it. 
Dr. Boatright I think it is that pcints out, ~ it is very 
obvious in any event even though no one mentioned it, = if 
there had been an inorease in the cost of replacement costs, 
then it is unfair to the user te take today's value because 
today's value gives to the company an amortization and a 
rate of return on the valuation greater than the actual 
cast to the company. Conversely» if the prices of materials 
and labour are down fram the time of completion it ins 
correspondingly unfair to the company but it seems to me 
that it is the manner in which iir. Hill deals with de- 
preciation that is the most serious thing when we consider 
the nee which he vena and submitted to the Commission. 
lirs Hillts depreciation is what he calls in his evidence and 


what is known universally as “observed depreciation" and that is 
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supposed to be only wear and tear. He finds what a tank 
which is sitting out there in the pipeline division or a 
pump would cost today new, and he says that pump is worth 
$10,000 and he looks at it, tests it, does whatever an 
engineer is required to do and he says its value less ob# 
served depreciation is $9,000. Now in my submission, 
however proper that sort of depreciation might be for use 
in many cases where a put Lic utility is being valued 
either for sale purposes or for rate making purposes, that 
Soi 18° 2 pe Ue parti oulas Gase we have to deal with 
sense is one where it does not seem to me to be at ell 
appropriate. The evidence before the Commission is that 
this pipeline system is kept in an exceedingly fine state 
of repeaizx and this fact alone would seem to condemn the 
adopting in this case of the present day replacement veluo 
method but then this, perhaps, is more important, Mr. 
Chairman, this pipeline, placcd as it is in un oil field 
to which the Commission will have given a determined life, 
seems to lead to this necessary result that the wernt life 
of the pipeline system should be identified with the life 
of the field, quite apart from the physical condition of 
the line, namely wear and tear and as Mr. Hill's method 
only deals with wear and tear then in my respectful sub- 
mission it should be rejected. As I said before, not wish» 
ing at all to repeat, it looks back not at all and only 
looks forward. I think it must be frankly said that while 
Myre Hill left his valuation with the .Commission to be used 
in the determinations which this Commission must make, he 
aia not endeavour at all to arrive at any ratee He did say 
that he thought the 15 cent rate was fair- I will have, 


something tc say about that, I mean as to the reasons that 
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enter into that, but he did not endeavour, as Mr. Maw 

did or asd lire uorrison 444, to establish any depreciation. 
Obviously he did not, on the, over the past years, nor did 
he even test his methods out, if I might useithat exp res= 
Bion, by fitting it into, fitting it into any given life 
for the future. He said something about 10 years and gave 
an opinion as to what this company would need in the way 
of capital additions over the next 10 years but he was not 
asked to say whether or not he thought it fitted in with 
this pipeline that has a declining usefulness over the 
years from the very moment that it is put in. He was not 
asked to make any observations at all ag to whether he 
thought it was a proper thing to reject that. As I say 
again, wre Chairman, it does seem to me there must be a 
reason behind the adoption of the present day valuation 
method in rate making cases and it does seem to me that 
the reasmn for it is when the other, and the more acourate 
method, namely the ascertainment of what it sosts the 
company, even taking lir. Maw's method fully, completely, 
what it costs the company and including all these things 
which are now in use and useful, that that is a much 
Loire, method because it does take into account some~ 
thing which is a fact, something that cannot be denied, 
and that is the accrued depreciation that has taken place 
up until now. ire Hill's method has nothing to do with 
any such kind of depreciation and it geems to me that, 
however valuable wr. Hill's method of svaluating may be in 


other matters, that it‘isitnot one that should be taken 


into account here. 
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lire Morrison was asked a question by the Chairman, 
in Volume 40, Mir. Morrison dealt with this same matter 
beiefly at the very end of his evidence and at page 
4974, he was dealing with this question of the value of 
Services in relation to amortization, With regard to the — 
Other basis at page 4973, Mr. Morrison says with regard 
to the other, 

"Now with regard to the other basis which has been 
suggested, that of Mr. Hill, I would want to make 
this observation insofar as the treatment of 
amortization is coneerned, that while Mr. Hill's 
method takes into consideration only those assets 
which are used and useful, and to that extent 
there is a parity between the method we have 
adopted, that system!’ 

meaning ir. Hill's, 
"that system does not recognize the diminution 
of value in service to the consumers which has 
taken place, in this case, particuarly between 
the date of the inception of the asset and te 
date of the valuation. Now I would probably 
have to explain that a little further. In that 
the amortization in this particular case has 
been set by the Gommission as a certain period 
of time.' 
A parently assuming the Cominission will determine 
some life for the future, some figure for the future 
hifevany the field. 

"In that the amortization in this particular 

case has been set by the Commission as a certain 

period of time, now then that period of time will 


be reflected back for the purpose of amar tization 
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to the date when the asset goes into use, 

Now then, from that date until the end of the 
service, which is fixed, there is a gradual 
diminution of value of service to the users of 

the line. There is a gradual diminution of 

value of service, because on the last date it 

goes out completely. So that there is a cer tain 
amount of diminution taking place from the time 

the asset is put in until it goes out. 

MR. FRAWLBY : When you say user you mean, 
the user of the line? 

The customer, 

The customer? 

The customer of the line. 

Now the owner? 

No, not the owner of the line. The customer of 

Tne, Line. 

I had better interrupt hyou. ‘hy do you say there 
is any diminution of value of the what? 

The value of service to the consumer in relation to 
amortization. In other words we say we go to the 
end of the period, for example, and that line may 
pe then just as efficient for the purpose of trans- 
porting oil as it is today. 

Yes? 
But there is no oil to go through it. Therefore, 
its value as a service to transport oil is finished. 
Yes? 

Becanse there is no oil to go through it. 

THE CHAIRMAN: If you depreciate it accurately 


you Will have had all your capital back? 
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A Very true, Sir, but the point I am making insofar 
as present day valuation as against original cost 
is that the present day valuation ignores that 
loss of value in service which hes taken place up 
to the present time. 

Q The other method, I suppose, wo:1d be to ignore 
their loss in wear and tear or special explosions? 
me orleyvnel eost method? 

Yes? 

DTN ey takes care of that.” 

And so on. 
MAJOR LIPSETT: Do you consider at all, =r, 
Frawley, I remember that criticism of Mr. Ma rison's, 
but did you consider at all whether, supposing one took 
replacement value as the proper basis, whether it might 
not be reasonable to consider this further point that 
Mr. Morrison drew attention to, namely, the diminution 
in the walue of the service based on whatever life was 
estimated. 
MR. FRAWLEY: Well, then, Mr. Commissioner, 
you would have to go back. Well, it does seem to be 
putting Mr. Hill's method to a use which I do not think 
he intended. As I understand the present day valuation 
method, you ¢o forward and you do not go back. He has 
no regard to what has taken place in the past, either 
as to huge costs or low costs. The company finds its 
present day value. 
MaJOR LIPSETT: It seems to me if you took Mr. 
Hilik'ts valuation as the correct basis and considered the 
life of the field was only six months....... 


MR. FRAWLEY: Yes. 
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MAJOR LIPFSETT: You eouldntt pet that re- 
placement value amortized over six months because you 
would fix such a rate that no traffie would pass and, 
therefore, would that not lead to the argument or to 

the conelusion that you must, even on his basis, take 
some, take into aecount this diminution of the value 
of the serviee, having regard to the length of the life. 
MR. FRALEY: That is why I put it to you, 
you say six months, andI say it is equally absurd in 
two years. 

MaJOR LIPSETT ; It might be impossible over 
two years to give a rate. 
MR. PRAWLRY: Yes, but I think, or. Uommisstoner, 
that is what I think you must do, that is what you must 

do if you accept Mr. Hill's method, £ do not think Mr, 
Hill is concerned with last year’s business or the year 
before. as I appreciate the use of it the present day 
valuation method of appraisal does not consider the past. 
MAJOR LIPSLTT: Take the case of where the 


fied only lasts six months, any absurd figure that you 


like. 
MR. FRAWLEY : Yes. 
MAJOR LIP onTtT : Surely you could not give the 


replacement value in a rate, any rate that you could fix, 
that was only going to last six months, there would be 
some other factor, whether it is Mr. Morrison's factor 
or not, that would have tobe taken into cons iderati on 
even on Mr. Hill's basis. | | 

MR. FRAWLEY: Yes , I see what you have in mind, 


put it does seem to be a problem, In other words, 
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you say, why not take the present day valuation, it 
is the sensible way to do it, it seems to us, we are 
Polge vs bane Ghat. ....- 


Piece ASS Stariculne Doli, ue 


Ra 
Wise U R 


then allow something, whatever is reasonable, for the 
diminution in the value of the scrvices, 

MR. #RawLHy : And then go back, but hw 
would you depreciate it, because you would not know 
What to depreciate in the year 1925 or 1926. Mr. Hill 
has not given you any figure for 1925 or 1926, and he 
has not given you any figure for 1927 and so on, but 
Mr. Morrison does. 

MAJOR LEPSET? : You have the replacement value, 
and you have to look forward? 

MR. FRAWLEY: ies. 

MAJOR LIPS:TT : Then there is no known 
depreciation, so you look forward to some extent? 

MR. FRA /LSY: Yes. 

MAJOR LIPSET: t But there must be something 
Coming in to give you. a life of three months or thirty 
years? 

MR. FRAWLEY: Yes, 1 was just going to say, 
if you take a live of 30 years and take Mr. Hill's 
method, there would not seem to be anything shocking 
about oe at all, you would amortize over 30 years 
and Mr. Hill's present day valuation as compared with 
other people's, would not be of any considerable 
importance. I was only suggesting the other method. 
You have suggested the more extreme case, for no other 
reason than to demonstrate whet I believe to be the 
inherent unsoundness of his method for our purposes, 


for our purposes. 
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MAJOR LICSETT: Yes, I was wondering whether 
even with his method there must be, or with the cash 
capital investment method, whether there mst not be 
some further factor taken into account in either ease. 
MR. FRAWLEY: | cee Well, frankly, of course, 
I think the insurmountable difficulty there is that you 
have nothing to use, if you want to give some effeot to 
this diminution of value that Mr. Morrison is talking 
about and it would seem proper that you should, then 
you have nothing to do about it, you do not know, Mr. 
Hill does not know at all, what the company nut in in 


1967 and 1928, nor in 1926 and 1925. 


MAJOR LIPSBTT: Then it is reduced to pure 
gue SS-work? 
MR, FRAY LEY: Yes, you just cannot do it, 


because it is true, some years are big capital invest- 
ments, others are small, and you cannot just level it 
out and say "Wie Will depreciate this $1,700,000.00 
over 13 years", because frankly, you do not know Low 
much, - we know that a great deal of it came in in the 
last few years, the last very few years, - and you see 
what you would be doing there, if we took @ year as the 
lifetime, in that one year we would be amortizing, well, 
the whole of it, for that matter, yes, the whole of it 
in 1926 and right up to date. That is why I think, 
respectfully, “Mr. Chairman and ly. Commissioner, that 
there are some difficulties about Mr. Hill's metnod. 
While at first blush it seems to be sound, I must say 
frankly I did think that we could quite safely take 
present day replacement value, it seemed to render 
unnecessary going back into the pooks,. 1t rendered 


unnecessary all this controversy with respect to the 
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proper treatment to be given the eapital investments 
that have now passed out of the picture, and this 
seemed to do things that commended it,. but, frankly, 
and I now do submit to the Commission, that there are 
other angles, - and we have examined it very closely, - 
that seem to coOndemn it rather than recommend LG sea 

I might say so, Well, now, not to be too discouraging, 
and to give the Commission every encouragement that I 
can, it is now suggested to me it would not be wholly 
impossible to go back, but you would have to then go back 
and use, you would have two methods mixed then, you 
would have his valuation, but as soon as you got hack 
into the other years you would be going back into book 
cists. However, that seems to be the problem, if you 
want to go: back, but you cannot have Mr, Hill help yo 
ta; 20) back. 

MAJOR LIPSETT : | You do not think it would be 
sound to take tir. Hill's figure to-day and say "There 
is another factor which has to be considered in connection 
with it, namely, length of life"? 

MR. FRAWLEY: oy L think: note ob an ane 
Commission is going to find a great deal of difficulty 
if they desire to give some effect to what seems to 

be a fundamental proposi tion and that is that the, as 
Dr. Boatright says, that the poeple who; and there are 
some rather valuable comments there by Dr. Boatright 
that IL want to call attention to, where he deals with 
that. 

MaJOR LIPSETT: You had better go on. 

; will try and find that. 


MR. FRAVLEY: 


ji Cee el ' et me interrupt you in 
Vela apbiniaod + Ponts let m y 
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your argument, Mr. Frawley. 

MR. FRAWLEY: No, 1 amreally obliged to 
you, Mr. Commissioner, beoause I think it is a very 
good time to take this up. Now, at page 2425, Dr. 
Boatright, in Volume 18, Dr. Boatright, in my respectful 
submission, he does add something to the discussion 
when he says this: 

"A - No, I fully approve of the method Mr. Morrison 

used." 
I had asked him if he approved of what Mr. Morrison had 
done, 

ie No, 1 fully approve of the method Mr. Morrison 
used. In fact he discussed it with me before 
he used it. Mr. Morrison, by his method, has 
made @ comparison" 

Now, I do not want to deal with that at the moment, 
that is the allocation of indirect costs, yes, the 
Chairman, at pase 2426: 

"Q The CHAIRMAN: Do you think it is necessary 
for the value to be 2scertzined? Mr. Nolan. 
informed us he proposes to h°*ve experts speak as 
to the present value by an actual present 
evaluation. Do you say there is an advantage in 
adopting the method that you have, rather than 
taking the actual cost? 

A  Thet is another way leading to the same thing. 
It is merely a matter of which method is best. 
In my judeme nt the method which I have suggested 
is the most logical. 


Q That is just what I want to know, why? 
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& For this reason, the valuation method, whereby 

the physieal evaluation of the property is 
made as of a certain date is subject to the 
engineer that makes the evaluation. If we assume 
that the engineer was competent then that valuation 
probably is nearly representative of the actual 
value of that property at the present time. 
However, we take that value and then projeot it 
into the future on some reasonable basis. That 
meons then, in other words, that we d9. not take 
what aetually occurred in the past and then take 
what might occur in the future,and arrive at 
our rate on that basis. That does not seem as 
fair to me or that the probability of error 
will be as small in using that method as it 
will be if we say that the whole life of the 
field will be 32 years, and depreciate over 
that whole period," 

H® was to go back as Well as forward there. 

"Tn one case we are taking an actual condition 
that exists now, and assuming that figure is 
right, we project over 19 years ahead, and not 
making that first 13 years stand anything. 

That is the error inherent in that manner. 

In this way't , 

and this, I think, is rather pertinent, 

a a) this way we are making the nast 13 years 
fae sae of the risks and it sees to me that 
isa clectrer Way of doing it than the present 
evaluation method whereby the physical valuation 


of the property is mado." 
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and then Major Lipsett askcd a question: 
uQ MR. CUMEIISSICVER LIVSSTT: -I sup ose the 
actual value would denend very largely oe 
on whether you take your estimation that the 
property would go on earning money for 32 years 
or or. Link's estimate that it would cease to 
have earning power nt the end of three years? 

& Yes. An estimation of the definite life is 
essential to my method, 

Oo’ .Oy to any ne thod? 

A Yes, to any method. The life must be knowm 
even for arriving at depreciation largely. 

In the other method it takes no account of what 
had gone on in the past. It sets your present 
value, that is on the actual equipment on the | 
geroiumd,. Then as to the future, 1€ depends) on 
whetever the life fe issumed to be," 
Then at page 2429 he says this: 
i LOA tS a perfectly legitim: te speculative business, 
Bub follow on that, is not the net resuig oF your 
view, if 1% is sonnd? 

A Surely. 

Q@ That they are getting a double benefit. Une is 
they are getting their whole money back or a 
great portioa of it in the last couple of years’ 

for this, I think, sir, *s Mr. Commissioner Lipsett, 
"In the last couple of years, because of their 
belief it was so speculative they must do that, 
and we turn around and say on top of that we must 
depreciate the whole capital over agzin in the next 


19 years. The producer must pay the capital all 
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over again. In effect, that is whet haprens, 
is it not? | 
A I look at it from the standpoint of engineering 
and that equipment suffered a certain amount of 
depreciation and that comes out of their profit." 
and that is, as he says, goes back, takes one back to 
the beginning of the investment, and as Mr. Morrison 
described it, a diminution in the value of the service , 
that is just it entirely, if we apply or endeavour to 
apply Mr. Hill's method to this particular case. 
Perhaps, it is unnecessary, but I might , perhaps, just 
define in a few words what Mr. Morrison means when he 
meas Tine “expression "loss of value in service”, 
He meuns that the piveline, however efficient it might 
be physically, will be of no further value to the owner 
when the oil field has disappeared, and inasmuch as 
substantial quantities of oil have already been trans- 
ported through the line, namely, the production for the 
past 13 years, the pipeline now has that much less oil 
to ultimately transport than it had when it was constructed, 
and accordingly the usefulness of the line has decreased 
to that extent. 
MaJOR LIPSETT: That is more or Less the point 
that Iwas sort of following in my mind, as to how good 
the line is, there is so much less oil to go through. 
MR. FRAWLEY: and I think that is what Mr. 
Morrison means. 
Yes, in the value of service, 
-nd what by. Morrison says, you cannot »ronerly give 
effect to that if it is a sound thing, we that is sound, 


and it does seem to be sound, thot you cannot give effect 
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fo it by using Mr. Hill's method. You. can only give 
‘effect to it by using urs Morrison's method or Mr, 
Maw's. Nor, I do not want to vnass over entirely the 
submission mde by ir. Plotkins, but I must be brief 
about it. He assumed or presumed to apnly rather 
definitely the basis of building uo costs that he found 
in a teat-book called Morlena and McKee. YOu may 
remember, Mr. Chairman, how that there was some question 
as to his method of applying what Morland said and it 
was pointed out to him and he had to agree. 

MAJOR LIPSETT : Exhibit "200 Le thinks 

MR. FRAWLEY: Yes, Exhibit "200", and he was 
uSing Mr. Morland's book, =xhibit "201", md he was 
depending, I think almost entirely, on what was said 

at page 99. 

"As pipe-line operating costs in different localities 
are Widely divergent, no attempt is made to state 
any exact figure, though it probably will be between 
the Limits of 4 and 10 cents per lOO barrels permmiie. 

Now, it was called to his attention that operating 
expenses included the depreciation and Mr. Plotkins, 
as 1 recall his evidence, did not seem to think that 
it did, and he had them in twice in his Exhibit "200", 
he had operating and maintenance costs of $210,000.CO, 
but he also had in about $43,000.00 for depreciation. 
Now, if he had literally, and I submit properly, used 
the method outlined for him by Mr. ..orland, he would 
never have had those two items in. Then, of course, 
there was another rather important error, if I may say 


$0, in Mr. Plotkins' Zxhibit "200", he only takes into 
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Jd. J. Frawley. 
aocount in arriving at the capital investment 31.3 miles 
of tmunklines, whereas we know in fact that this company 
has 97.2 miles of trunklines, 97.2 miles of trunklines 
is what every other witness but Mr. Plotkins took into 
the rate-base. Mr. Plotkins, 1 think, was quite 
unjustified in leaving that out, and in my submission, 
subject to what T may have to say and I may not come 
back to it again, what I may have to say in my reply 
the Commission, I submit, cannot, although desiring, 
of scOurscey, tO Pive every eIfrect to Mr. Plotkhings® 
submissions, I am afraid they cannot take much value 
from .r.)rlotkins' submission beesuse of those two 


Terrly obvious errors. 


(Page 5146 follows). 
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Now the only other item I had in my skeleton 
outline was that it might be that the Commission might 
apply & combination of one or more of the Price, Water- 
house and the Morrison methods on the one hand and the 
Hill method on the other. That was Dieeanted by the 
Dommission, by the Chairman I think that if the Sonn ween 
should lean towards Mrs. Hill's evidence as being the 
proper way of determining the capital investment today, 
could a rate in cents per barrel be worked out using Mr. 
Hill's valuation as a starting point. I recall at that 
time that the accountants assured the Commission that it 
could be done. But the Commission would not be able to 
give effect to what I think is a fundamental proposition 
that regard must be had to the depreciation wixich has gone 
on in the past, accrued depreciation, the declining value 
in service, and that that cannot be done if Mr. Hill's 
method is used. If Mr. Hill*s method is used there must 
be a start from 1939. If I may just state it ones more, 
if this should be a life time of 30 years then it does not 
matter, and perhaps if there is a life time of 40 years 
it does not matter. I think one must test it and see 
whether it is sound or not, and I think that it ceases to 
be Sound, one cannot be convinced it is sound when one 
has regard to the effect that it has, the extraordinary 
effect that it has when you apply it to a short life of 
the field. If it is good for anything it should be good 
both ways. If you take Wr. Maw's or Mr. Morrison's method 
and use a short life time of the field, you would at least 
have an amortization figure going back 15 years, and if you 


only take one year you would have 14 years. On the other 
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basis, if you take Mr. Hill's, you have to give the 
Company back 2,700,000.00 in this one year, Which as 

i say is an exemple of the short life you might have. 
MR. COMMISSIONGR LIPSST?: Must not that difficulty 
have been equally present in these Commission cases you 
referred to in this booklet, where that method was 
adopted, or was it got over in any wey do you know? 

bike HRSVWLoY No, I do not know what 
Graham would have to say about it, Mr. Chairman. It 

is suggested that the life of the asset was the valuation 
consideration there. In all of these cases I do not 
think there is a single one - unfortunately for the 
assistante of the Commission - that deeéls with a pipe 
line, or with a pipe line in an oil field, where the 
life of the asset is not of itself of prime importance 
in ascertaining its life, the useful life of the asset. 
In other words, the life or the time which these reserves 
are going to be there to be taken out by the market. 

I certainly want to be perfectly consistent in any sub- 
mission I make. I know, of course, that the present day 
valuation is used. I cannot say that it is only used 
when the historical cost is aifficult of ascertainment. 
But I am just forced, coming back, Mr. Commissioner, to 
the peculiar facts of this case, where we have a very 
efficiently operated pipe line system, carefully kept 
for use and will be there indefinitely I think one might 
almost say indefinitely, I think as long as 56 years, 
the longest estimate was, Mr. Gill's estimate, that the 
pipe line will still be there and will still have a 


value but the oil won't be there and it will be of no 


Fast 


+ 
. pay oi 
.° 
whats 
ec ate 
> <! 
é. oe 
i - 
Ss, 
en 
~ 
. 
. u 
ome ae 
A ny ae ee 
2 Bs ae 
a - 24) “ 
ae x > 
Sa Je roe 
~ aa 
os i 
: , es a 
“ry 7 
. t., g 3 
a 
ee: ‘ 
oan wy e ~ 
pn oop 


“6 


a abe 5 
f ‘ 
ae Ne 
see 


“fs ’ 
tet 
=< - 


ws wee 
\ 
rie 
=7 

, 

(herd 

a ie 


ve 
‘ ~ 
ay 
siug wkend 
. « 
5 os 
we Rete 
c 
“s 


. 
, 
- h 
a 


4 OF 4 
. 
ees 


T-4 
3 


J.J.Prawley. weTan- 


further practical value here so far as its amorti- 

zation is concerned. 
Then in concluding this part of my argument, Mr. 

Chairman and Mr. Commissioner, it is my submission 
that the Commission should take the historical cost 
method of arriving at the rate base, and that they should 
not include in that cost, in the capital investment as 
of today's Seon assets which are not now used and 
useful. I think the Commission will find no particular 
difficulty with respect to the very difficult job that 
the accountants had in arriving at a fair value for the 
indirect assets. There will be some difficulty as 
to what method they should apply, because Mr. Morrison, 
in arriving at the value of the indirect assets has 
use@ a complete labour retio basis and Mr. Mew has used 
an operating only labour ratio basis. But for my 
present purposes, if the Commission tekes Mr. law's 
method completely, I say that would be preferable to 
teking the present dey replacement value as submitted 
DV ili cL. Se,as between theses two methods it is 
my respectful submission that the Commission should 
take the historical cost. Then, as between Mr. iawts 
and Mr. Morrisonts they should eliminate the assets 
which are not used and useful, and in that respect I 
put my submission largely upon the ground that the 
point of view of the man that pays the rate has not 
been fully or at all really taken into account by 
Mr. Maw. The investment was made. It was a capital 
loss and it was written out. The Company had it out. 
Mr, Morrison left it out. It is my respectful submission 


thet the Commission should leave it out. My submission 
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will be fortified in so doing by the thought thet 
Ltedie not now used and useful and why should the 
Turner Velley producer pay for a line, put in, 

left in the ground for some years and then taken out 
without moving any oil, and why they should pay for 
that is something which I say the Commission should 
not Go unless it is :driven to do it by a consideration 
which they will give to the evidence of Mr. aw snd 
Mr « Taylors; and such assistance as they may get from 
the deliberations of Commissions end Courts in other 
places. 

That concludes, my submission, Mr. Chairman, on 
the determination of the rete base, and I proce:d to 
discuss the next item in the skeleton outline, which 
is the duty which the Commission has of finding the 
fair and equiteble cost of operating the pipe line 
in the year 1938; and which, = I do not know if this 
outline has been pages, no it has not been paged - 

I should point out, lire Chairman, I passed over the 
item Number 3, Consideretion of Past Profits, and I 
go to Item Number 4, a feir and equitable cost of 
operating pipe line during year 19356, using by 
agreement costs for the 9 months ended 50th September, 
1938. | . 

You will remember, Mr. Chairman, we had no costs 
for the full year, but by agreement with the Company 
and the Company's accountants it ws agreed that the 
Commission cane make ary findings that they chose 
to make on the 9 months' perioc, and that that vould 


properly reflect, as far as the Company vas concerned, 
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the experience of the full year. 

Now in approaching this very important part 
of the casé; it is pretty Glear that the fair and 
equitable cost is made untae D different items. Having 
arbived at those 5 items thé Commission will have auto- 
matié¢ally atrived at not only the cost for 1938 but a 
rate for 1938. Because as I say it is our submission 
and I presume it is my friend's Submission too, that 
the cost equals the rate when you add in a fair rate 
of return on the investment. So we have first, as 
the first component part of the 1938 cost, the direst 
operating expenses. We have secondly the indirect 
operating expenses. ive have next the annual charge 
for amortization; we have next the Income Taxes and 
we have lastly the rate of return on the capital 
invested. 

In the direct operating expenses, which is the 
first item of expense which the Commission must deal 
with, they will be glad to know that there is no 
dispute between Mr. Morrison on the one hand and xr. 
Maw on the other, except with respect to one item, 
and frankly we did spend a great deal of time on that, 
and that is whether or not the rental which the Royslite 
Bomnahy pays to the Imperial for the rental of storage 
tanks in the dast Calgary yard of the Imperial Qil, 
or at the terminus of the Royalite pipe line, whether 
that should be included or eliminated. There is this, 
I should point out, and it hardly needs pointing out, 
there have only been two submissions with respect to 
the cost, operating costs, both direct or indirect. 1 


take it, therefore, tmt the Commission is only concerned 
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with accepting or rejecting Mr. Morrison or kr. Maw, 

Or applying a combination of -vach of them; I1 gcan-$here 
is at least this comfort in the fact we have nothing 
except Mr. Maw's submission and Mr. Morrison's submis- 
Sion. There is, of course, Mr. Plotkins' submission 
in axhibit "200", but I think I need not repeat what I 
said a moment ago with respect to that Sxhibit. 

Now the books of the Company were first examined 
by the aecountants and we know that the accountants were 
not able to gct enough out of the books of the Company 
to enable them to make a comprehensive and complete 
submission to the Commission. They were with respeot ty 
the direct costs, but not with respect to the indirect 
costs. They had to superimpose upon the books their own 
idea of the allocation of certain expenses. There is 
nothing extraordinary about that. It simply arose out 
of the fact that the Company operated several departments 
and made no distribution, because they did not feel called 
upon to make any distribution in the books themselves 
to indiseate with precision the manner in which the 
pipe line department was doing, making a loss or a profit, 
as distinguished from any other department of the Company. 
They knew how the whole Royalite Company was getting 
@long, but they never, as Mr. Burns seid quite frenkly, 
would be able to tell whether the pipe line department 
wqs really making money or losing money. ‘/ell, perhaps 
he was able to say whether it was losing money. But he 
was never able to sey with any exactness whether the 
Comey Was making a profit at 15 cents a penne or note 
He had never analyzed the costs end segregated them as 


for the first time it was necessary to do when Lir. Morrison 
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and Mr. Maw began to prepare their case for this Conm- 
mission. 

Now I have in mind, I an skiing few general 
remarks about the books before I proceed to discuss the 
direct costs and then the indirect costs, and so on, 
in detail. Now we had statements put in, two sets of 
Statements, and a considereble time was spent in discussion 
of those two sets of statements. There were the Jersey 
Statements, sxhibits"83" to "87", and the Harrison Smith 
Statements which are Exhibit "168". These statements 
were prepared by the Company's accouhtants, but they 
were prepared hy using - it now seems quite clear = by 
using a purely arbitrary method of allocating these 
particular expenses which needed to be allocated and 
they were not only that but they were proved by the 
evidence to be incomplete in many respects. 

Therefore I proeeed to a discussion of the 1938 
costs for the purposes of arriving at the cost of 
transporting a barrel of erude oil as of the dlst of 
December, 1938. Now I do that because I consider that 
the Commission, by the terms of the Order~-in-Council, 
have two distinct tasks to perform with respect to the 
costs of this Company. They must ~- and the accountants 
have been here for that purpose =~ they must examine in 
great detail the last operating experience of the Company. 
That would seem to be the only fair thing to do. I mean 
for example it would not be proper to take what the 
operating experience of the Company was in 1983, and 
present it to this Commission. But the operating costs 


of the Company in 19438 is the important thing for this 
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Commission to consider and analyze in arriving at what? 
In arriving at the cost of transporting a barrel of 
crude as of say the 3lst of Decemter;, 1938. 

This Comiission has, after it has disposed of 
this matter, to proceed to consider the cost of refining, 
the cost of marketing, the proper manner in which the 
Peco. Ore OFUCeL OL. isstixed, -for» the purposes of deter- 
mining the laid down cost of crude at the Galgary refinery - 
dealing with the Imperial Oil only for the moment - they 
must find what a fair rate was that the Imperial should 
have paid to the Royalite as of the Slst of Decenter, 
1938. I say that for this reason, we anticipate that 
it ‘is the 1939 cost of refining and of marketing that 
will be submitted to the Commission. Therefore, it is 
not the feir and equitable cost of transporting a barrel 
of erude oil in 1933, nor in my submission at some point 
in 1938, that the Commission is concerned with knowing. 
Vhat the Commission is conesrned with knowing is the 
fair and equitable cost - in its Order-in-Council - the 
fair and equitable cost of transporting a barrel of crude 
oil from Turner Valley to Calszary on the 3lst December 
1938. Then that cost, that fair and equitable cost becoms 
the fair and equitable rate which the Imperial should have 
paid as of that date to the Royalite, and if it should be 
that the cost was 15 auton arts the fair and equitable rate 
should have been 15 cents - and I say cost’ includes rate 
of return - should have been 15 sents, then the Gommission 
will, as I see it, add 15 cents to the cost of a barrel of 
crude oil, which as yet we have not examined, and in that 
way determine what Mz. Moore's laid down cost at the ast 


Calgery refinery is, and proceed from there to the fair 
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and equitable cost of refining and marketing, and in 
order to discharge the duty upon it, placed upon it 

by the Order-in-Couneil, of arriving at a fair and 
equitable selling price of the refined product on the 
wholesale Beare tay market I hope I have not spent 
too much time on this. But I say that is the job the 
Commission must do, to determine the fair and equitable 
cost as of the 3lst of December, 1938. 

Then they have the further task imposed upon 
them, that took us over many pages of evidence, and 
that is the fair and equitable rate for the year 1939, 
Which is a totally different thing. Even though the 
amount may be the same I see a difference in that 
rate which the Commission may recommenti as being the 
rate that should be charged say as of the date of its 
report soma month or so hence, I see a difference 
between that and the fair and equitable cost for 
transporting a barrel of orude oil as of the Slst day 
of December, 1938. On the one hand with respect to 
the rate which the Commission may recommend for the 
year 1939, I take it the Commission will not use any 
sueh rate as that, although conceivably it might after 
these further computetions. I think to be consistent 
it must use the rate as of the 3lst of December, 1938, 
and if it should find for the sake of argument that 
that rate should not have been 15 cents, then they 
will say a amauiinl should have been paying to the 
Royalite 15 cents minus X cents, ang tht is the rate 
they should have been payinge That is the fair and 


@eguitable rate and we will base our further calculations 


on that figure. 
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Now I say that the first item in the operating 
costs are the direct operating exponses, and I say 
that fortunately for the purpose of this ommission 
the two principal submissions made by Mr. Morrison 
and Price,'\aterhouse & Company agree in the main. They 
agree remarkably closely on the total amount of the 
direct operating expenses to be charged against the 
pipe line department. That is so because the books 
disclosed a sufficiently complete segregation of these 
particular direct charges to enable the accountants 
to agree. Wow there is a difference in the submissions 
and that has to do with the rental which beginning the 
lst of Mey, 1938, the Royalite began to pay to the 
Imperial for the rental of 200,000 barrels of storage 
on the premises of the Imperial Refinery in Hast 
Calgary. That rental amounts to »55,000.00 per annum. 
The amount appearing in the 1958 accounts was $14,583.30. 
Mr. Morrison eliminated that rental as being, in his 
opinion, an improper charge ts place against the pipe 
line department under the circumstances of this oase, 
On the other hand Price,'!.aterhouse & Company inoluded 
it for what they considered to be sufficiently good | 
reasons, namely, the fact that the Company had in 
fact paid it. Of course, that is not the whole point, 
and the Commission must determine whether or not in 
ite opinion this rental charge was a proper one to 
inelude in the direct opereting expenses for the year 
1938. Now Mr. Chairman, you will see the reason why 
I say there is a distinction between 1938 and 1939. 
In my submission a totally different consideration may 


exist with respect to striking the 19% rate as to 
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whether or not some allowance should be made for 
termina] storage. Thet will ne dealt with later, 

when I am dealing with the 19359 rate, and still later 
when Il am dealing with the whole matter of terminal 
Storage, ‘hen the Commission looks to 1938 they are 
entitled to say in 19438 was it proper for the Royalite 
to pay the Imperial 314,000.00 for the rental of that 
storage. I say in 1958 they have certain facts, they 
have the Imperial, the British American and the Lion. 
They have no others; no other considerations can 
properly or improperly be drewn into the discussion 

wm 195G. That-is past. That is done. The cot ofr 
transporting a barrel of crude oil in 1948 for the 
purpose of determining the laid down cost at the 
Imperial Refinery in Sast Calgary, is somthing which 
can be determined with sume exactness and without, in 
my submission, any excursion into what is proper 
refining practice in other places, because we can more 
particularly deal with the situation as we found it in 
1938. In 1939 we might have a totally different situation. 
I think we have a totally different situation. I think 
during the course of the Inquiry the Royalite Company 
itself made it a totelly different situation. They 
now have explained their position with regara to the 
sale of orude in the sast Calgery yard. They now say 
they are willing to s31l1 crude to any and all comers, 
even in tenk truck quantities if the proper arrangements 
can be made. Wow those changed conditions then I say 
make it necessary to look and see what the proper pipe 
line practice is in other places, and it might very 


well be - I am not saying for the moment that there is 
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mo more reason for making the allowance for storege in 

the pipe line rate again in 1939 than in 1938, but th 

any event in my submission there is a distinction and 

with respect to 1938 there might be re& sons ,enough POl', 
there are reasons, sufficient roasons appearing in the 
evidence end whether or not the Commission can, whatever 

it did in 1936, even though the changed conditions in 

1939, they mizht find it is proper to make some allowance 
for storage at the Calg“ry end of this pipe line. 

TR. COM ISSIOM2R LIPSSTT: when you are dealing 

with that tank storage at Calgary, hr. Frawley, supposing 
a decision is finally come to that the storege tanks 

should be a part of the pipe line service, have you 
considered what effeot that would have on the distribution 
of the oil from the storage tanks? In other words, 
whether that should be a service done by the pipe line and 
included in the rate or otherwise, and they should distri- 
bute the oil from the tenks to the Imperial or to the 
British American or Plotkins or anybody else. That all 
that service until the oil had left their property should 
be the pipe line's? 

MRe PRAVLGY: ) | I think Soe 

wR. COMSISSIONZR LIPSET?: I do not want you to answer 
me that at the moment. 

MR. PFRALLaY: I had given some consider- 
ation to that. It seems to me there is a new phase emerging 
into the Royalite Company, the Royalite Pipe Line Division, 
as disclosed by the evidence I mean. I think that now 

the Royalite Company will discharge all the - certainly 


on the evidence in view of the statements made by Mr. 
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Coultis and the statements made by Mr. Nolan to the 
Commission, - I think that the Royalite will now 
Supply oil to the people who want to get it. As TI 
understand, for instance, this is the situation. Ifa 
new company comes into Calgary today and builds a 
refinery - the Standard Oil Company of California as 
everybody hopes - but whoever it may be, as I understand, 
and it is in the evidence - because I do net want to depart 
from what the evidence is - they will now say to the 
Conservation Board "Je need 1000 barrels of oil per day," 
or whatever it may be. The Conservation Board sees 
that that 1000 barrels per vay is added to the daily 
production in the Valley, and then pi rae | transpor ted 
into Calgary. Wow to A reiaay the Stanaard Oil 
Company of California go to except the Royalite Company, 
the people who transport the oil from Turner Valley to 
Calgary. Now then, subject to whatever arrangements 
the Standard Oil Company makes by building storage or 
whetever you like, they then obtain the oil from the 
Royalite Oil Company. Now you tay say well the Conser- 
vation Board is not in the business of buying or selling 
oil, and the Standard Oil Company of California should 
find a vendor of the oil. That certainly is true. But 
the effect of the Conservation Board adding the require- 
ments of the Standard Oil Company to the daily production 
in Turner Valley, it seems to me by that extent renders 
inoperative, and if you like for that purpose, sets 
aside the contracts which the company has made wtth 
individual wells in Turner Valley. Wow I hope I have 
not got off too far from what I am discussing here. It 


is only in enswer to what you said as to what might emorge 
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from the Royalite Oil Gompan y assuming the functions of 
pipe line companies in other places, I mean terminal 
storage, and wanting a charge in their rate for terminal 
Storage. Then surely if they are supplying terminal 
Storage they might be doing it for the purposes of 
supplying oil to newcomers, not to the: Imperial Oil or 
British American. But I will deal with that more fully 


as I go through the rest of the argument. 


(At this stage the Hearing was adjourned until 10.30 A.M. 
28th February, 1939). 
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